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Management Discussion and Analysis

Business Review and Qutlook
Results

For the first half of 2007, the Group's revenue and profit attributabie to equity holders
of the Company amounted to HK$2,309,051,000 and HK$123,394,000, representing
an increase of 32% and 641% over the same period of last year, respectively.

Vitamin C Series

Total sales volume of the major products of this series for the period amounted to
15,249 tonnes, an increase of 16.7% over the same period of last year. With the
market supply and demand moving towards a more balanced state, product prices
rebounded significantly during the current period. For the first and second quariers
of the year, the average prices of vitamin C were US$3.02 and US$4.34 per kg
respectively. The gross profit margin of the entire series increased from 15.9% in the
same period of last year 1o 289.2% in the current period. It is expected that the upward
trend of the product prices will continue in the second half of the year.

Penicillin Series

Total sales volume of the major products of this series for the period amounted to
4,676 lonnes, an increase of 26.7% over the same period of las! year. After a tong
period of market consolidation, coupled with the lessening of market supply as a result
of the more stringent environmental regulations, product prices increased sharply
during the current period. The respective average prices of penicillin industrial salt,
amoxicillin and 6-APA for the first quarter of the year were US$12.96, US$27.60 and
US$27.84 per kg whilst their respective average prices for the second quarter of the
year were US$19.12, US$37.56 and US$37.09 per kg. The gross profit margin of the
entire series increased from 12.4% in the same period of last year t¢ 33.8% in the
current period. It is expected that the upward trend of the product prices will continue
in the second half of the year.
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Cephalosporin Series

Total sales volume of the major products of this series for the period amounted to 510
tonnes, a decrease of 9.1% over the same period of last year. After the significant
drop in previous year, product prices recovered slightly during the current period.
The average prices of 7-ACA in the first and second quarters of the year were USS
82.80 and US$83.21 per kg respectively. As the production costs have increased
during the current period, the gross profit margin of the entire series decreased from
20.0% in the same period of last year 1o 14.8% in the current period. It is expected
that market conditions wili be able to improve gradually.

Finished Drugs

Market competition remained fierce in the current period, revenue of this business
grew slightly by 3.9% as compared with the same period of last year. Gross profit
margin increased from 22.6% in the same period of last year to 23.6% in the current
period. During the period, the Group has increased its efforts in developing the
vitamin C health supplement market in the PRC, leading to a significant increase in
the selling and distribution expenses. The finish drugs division ended up recording
an operating loss of HK$35,900,000 for the current period. Market competition is
expected to remain fierce.

Patent Drug

The patent drug, butylphthalide, maintained a steady growth in sales during the period
and its operating cenditions have improved slightly. The Group will continue its efforts
to tap into this new market.

Financial Review
Liquidity and Financial Position

For the first half of 2007, the Group's operating activities generated a net cash inflow
of HK$230,770,000. Capital expenditure amounted to HK$244,998,000 . As at June
30, 2007, the Group's current ratio was 1.0, similar to that at the end of previous year.
Debtor turnover period (ratic of the total of trade receivables and bills receivables
balance to sales, inclusive of value added tax for sales in the PRC) was 52 days in
the current period, as compared to 85 days in 2006, inventory turnaver period (ratio
of inventories balance to cost of goods sold) decreased from 85 days in 2006 to 74
days in the current period.
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As at June 30, 2007, the Group had total borrowings of HK$1,626 667,000 {(comprising
bank loans of HK$1,491,000,000, loan from a related company of HK$126,000,000
and loans from immediate holding company of HK$9,667,000). The maturity profile
of the 1otal borrowings spreads over a period of three years with HK$829,667,000
repayable within one year and the remaining HK$797,000,000 repayable within two
to three years. Net gearing ratio was 44%, which was calculated on the basis of the
Group’s total borrowings net of bank balances and cash of HK$406,521,000 over
equity attributable to equity holders of the Company at the balance sheet date.

41% of the Group’s borrowings are denominated in Hong Kong dollars and the
remaining 59% in Renminbi. The Group’s revenues are mainly either in Renminbi
or in US dollars. The Group is of the opinion that its exposure to foreign exchange
rate risk is limited.

Pledge of Assets

As at June 30, 2007, bank deposits of HK$772,000 (12.31.2006 : HK$4,104,000) were
pledged to banks to secure banking facilities granted to the Group.

Contingent Liabilities

The Company and one of its subsidiaries are named as, among others, defendants
in a number of antitrust complaints filed in The United States of America. The details
of the antitrust complaints have been set out in the annual financial statements of
the Group for the year ended December 31, 2006. Up to the date of this report, four
antitrust complaints have been served on the Company and three antitrust complainis
have been served on the subsidiary.

The directors and management of the Company intend to contest the claims set out in
the antitrust complaints vigorously. The Group has appointed legal advisers to advise
them in the legal proceedings and the outcome of the antitrust complaints cannot be
reliably estimated with reasonable certainty at this stage.

Employees

As at June 30, 2007, the Group has about 10,083 permanent employees, the
majority of them are employed in the PRC. The Group continues to offer competitive
remuneration packages, discretionary share options and bonuses to staff based on
the performance of the Group and the individual employee.
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Report on Review of Interim Financial Information

Deloitte.
=2

To the Board of Directors of China Pharmaceutical Group Limited
{incorporated in Hong Kong with limited liability)

introduction

We have reviewed the interim financial information set cut on pages 7 to 23, which
comprises the condensed consolidated balance sheet of China Pharmaceutical
Group Limited as of June 30, 2007 and the related condensed consolidated income
statement, statement of changes in equity and cash flow statement for the six-month
period then ended and certain explanatory notes. The Main Board Listing Rules
Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited
require the preparation of a report on interim financial informaltion 10 be in compliance
with the relevant provisions thereof and Hong Kong Accounting Standard {(“HKAS")
34 “Interim Financial Reporting” issued by the Hong Kong Institute of Certitied Public
Accountants, The directors are responsible for the preparation and presentation of
this interim financial information in accordance with HKAS 34. Our responsibility is to
express a conclusion on the interim financial information based on our review, and to
report our conclusion solely to you, as a body, in accordance with our agreed terms
of engagement, and for no other purpose. We do not assume responsibility towards
or accept liability to any other person for the contents of this report.

Scope of Review

We conducted our review in accordance with Hong Kong Standard on Review
Engagements 2410 “Review of Interim Financial Information Performed by the
Independent Auditor of the Entity” issued by the Hong Kong Institute of Certified
Public Accountants. A review of interim financial information consists of making
enquiries, primarily of persons responsible for financial and accounting matters, and
applying analytical and other review procedures. A review is substantially less in
scope than an audit conducted in accordance with Hong Kong Standards on Auditing
and consequently does not enable us to obtain assurance that we would become
aware of all significant matters that might be identified in an audit. Accordingly we
do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe
that the interim financial information is not prepared, in all material respects, in
accordance with HKAS 34.

Deloitte Touche Tohmatsu
Certified Pubfic Accountants
Hong Kong

September 13, 2007
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Condensed Consolidated Income Statement

FOR THE SIX MONTHS ENDED JUNE 30, 2007

For the six months
ended June 30,

2007

2006

Revenue
Cost of sales

Gross profit

Other income

Selling and distribution expenses
Administrative expenses

Other expenses

Operating profit

Share of results of a jeintly controlled

entity
Finance costs

Profit before tax
Income tax expense

Profit for the period
Atlribulable to:

Equity holders of the Company
Minority interests

Dividend

Earnings per share— Basic

HK$'000
(Unaudited}

2,309,051
(1,681,790)

HK§'000
{Unaudited)

1,749,634
(1,427,681)

627,261
13,485
{187,563)
(228,290)
(32,931)

321,953
17,336
{111,253)
(156.279)
{4,757)

191,962

(4,593)
{55,075)

67,000

783
(48,115)

132,294
(10,505)

19,668
(3,068)

121,789

16,600

123,394
{1,605)

16,642
(42)

121,789

16,600

HKB8.02 cents

HK1.08 cents
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Condensed Consolidated Balance Sheet
AT JUNE 30, 2007

As at As at
June 30, December 31,
2007 2006
Notes HK$'000 HK$000
{Unaudited) (Audited)
Non-current assets
Property, plant and equipment 8 3,272,788 3,233,026
Prepaid lease payments 146,989 145,923
Intangible assets 48,039 48,275
Goodwill 55,764 55,764
Interest in a jointly controlled entity 17,0563 21,646
Pledged bank deposits g 772 1,312
3,541,405 3,505,946
Current assets
Inventories 688,654 682,935
Trade and other receivables 10 670,141 574,488
Bills receivables 10 168,680 98,501
Prepaid fease payments 4,685 4,361
Tax recoverable 2,197 1,165
Trade receivables due from a related
company 11 14,361 2,660
Amount due from a jointly controlled entity 11 15,300 13,1565
Pledged bank deposits 9 — 2,792
Bank balances and cash 405,749 387,405
1,969,767 1,767,462
Current liabilities
Trade and other payables 12 932,537 754,147
Bills payables 12 139,501 223,118
Trade payables due to a related company 11 7,017 11,360
Amounts due to related companies 11 11,759 10,454
Tax liabilities 21,068 15,002
Unsecured bank loans 13 820,000 752,000
Loans from immediate holding company 11 9,667 —
1,941,549 1,766,081
Net current assels 28,218 1,381
Total assets less current liabilities 3,569,623 3,507,327
Non-current liabilities
Unsecured bank loans 13 671,000 777.000
Loan from a refated company 11 126,000 20,000
Loans from ultimate holding company 11 — 59,493
797,000 856,493
Net assets 2,772,623 2,650,834
Capital and reserves
hare capital 153,812 153,812
Reserves 2,611,223 2,487,829
Equity attributable to equity holders of the
Company 2,765,035 2,641,641
Minority interesis 7.588 9,193
Total equity 2,772,623 2,650,834
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Condensed Consolidated Statement of Changes
in Equity

FOR THE SIX MONTHS ENDED JUNE 30, 2007

Equity attri to equity holders of the Company
Nor-
$hare Share Capital ~ Goodwill  Translation distribulable Retained Minority
cipial  presivm i Teseree reserve reserves profits Toial _ inferests Total
HKS000  HKSGOD  HKE'DO0  MKSUG0 HKS000  HKS'O0R  HKSO0D  HKSTDOP HKSO0P  HKSTOMO
fnole
At Janyary 1, 2006 faudited) 153012 R 1,362 (167,254} e 365,524 853,541 2484832 06% 249552
Proli for the percd - - - - - - 16,642 16,642 LK) 16,600
Transfers - - - - - 4,352 19.353) - - -
Release upon disposal ol 2
subsidiary {nofe i} - - - - - - - - {1594} {1,594}

At June 30, 2006 (uraduited) 153812 1HI6727 1.362 [167.254) 7120 304877 960830 2,5014M 9060  2510.53

Exchange dilferences

ansng on fransfation th

presentation currency

1ecognised directly

inequdy - - - - 140,308 - - 143,908 ki) 1,300
Logs for the penod - - - - - - {578) (978} 1259} (.23

Tolal recognised ircame and

expense lar the periog - - - - 140,908 - (78 138,830 13 149,063
Transters - - - - - 17,889 (17,828} - - -
Capial contrizution from

ultimate halding

company - - b - - - - 21 - o

Al December 31, 2066
faudited} 183812 ey 1598 {167.294) 212028 382766 841963 2p41840 9183 2650804

Protit for the penod and total

recognisad income and

expense lof the petiod - - - - - - 123334 123,304 {1635 121789
Transter arising o6

impairment on goodwil

n respect of 2 jéntly

contralled entity - - - fArs) - - (7124} - - —
Translers - - - - — 22143 122,143) - - -

Al Jung 30, 2007 {unaudited) 153812 67T 1599 {160.130) 212028 404500 1036080 2765005 1568 2772623

Notes,!

(i} The non-distributable reserves represent statutory reserves appropriated from the profit
after tax of the Company’s subsidiaries and jointly controlled entity in the People's
Republic of China (the “PRC"} under the laws and regulations of the PRC.

(i) Ouring the year ended December 31, 2006, M2B.com.hk Limited, a non-wholly owned
subsidiary of the Company, was disposed of.
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Condensed Consolidated Cash Flow Statement
FOR THE SIX MONTHS ENDED JUNE 30, 2007

For the six months
ended June 30,

2007 2006
HK$'000 HK$ 000
{Unaudited) {Unaudited)
Net cash generated by operating activities 230,770 68,830
Net cash used in investing activities:
Purchase of property, plant and equipment (167,979) {126,304)
Purchase of intangible assets {(11,539) (4,644)
Proceeds from disposal of property, plant
and equipment 3,136 6
Other investing cash flows 857 (6,836}
{175,525) (137,778)
Net cash used in financing activities:
Repayments of bank loans (436,000) (258,373)
Repayment of loans from ultimate holding
company (50,000) —
Repayment of loan from a related company (20,000) —
New bank loans raised 398,000 272,727
Loan raised from a related company 126,000 —
Other financing cash flows (54,901) (48,115)
(36,901) (33,761)
Net increase {decrease) in cash and cash
equivalents 18,344 (102,709)
Cash and cash equivalents at January 1 387,405 472,706

Cash and cash equivalents at June 30,
represented by bank balances and cash 405,749 369,997
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Notes to the Condensed Consolidated Financial

Statements
FOR THE SIX MONTHS ENDED JUNE 30, 2007

1. Basis of preparation

The condensed consolidated financial statements have been prepared in accordance with
the applicable disclosure requirements of Appendix 16 to the Rules Governing the Listing
of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules™) and with
Hong Kong Accounting Standard (*HKAS") 34 “Interim Financial Reporting” issued by the
Hong Kong Institute of Certitied Public Accountants {the “HKIGPA").

2. Prin¢ipal accounting policies

The condensed consolidated financial statements have been prepared on the histerical
cost basis.

The accounting policies used in the condensed consolidated financial statements are
consistent with those followed in the preparation of the annual financial statements of the
Company and its subsidiaries (the “Group”} for the year ended December 31, 2006.

In the current interim period, the Group has applied, for the first time, a new standard,
amendment and interpretations ("new HKFRSs") issued by the HKICPA, which are
effective for the Group's financial year beginning January 1, 2007.

The adeption of these new HKFRSs had no material effect on the results or financial
position of the Group for the current or prior accounting periods. Accordingly, no prior
period adjustment has been recognised.

The Group has not early applied the following new or revised standards or interpretations
that have been issued but arg not yet effective.

HKAS 23 (Revised) Borrowing Costs'

HKFRS B Operating Segments’

HK{IFRIC}— Int 11 HKFRS 2: Group and Treasury Share Transactions?
HK(IFRIC}— Int 12 Service Concession Arrangements?®

! Eftective for annual periods beginning on or after January 1, 2009
2 Eftective for annual periods beginning on or after March 1, 2007
3 Eftective for annual periods beginning on or after January 1, 2008

The directors of the Company anticipate that the application of these standards or
interpretations will have no material impact on the resuits and the financial position of
the Group.
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3. Segmental information
Business segments
The Group reports its primary segment information by products, namely bulk drugs
(including penicillin series, cephalosporin series and vitamin C series), finished drugs and

others. Segment information about these products is presented befow:

For the six months ended June 30, 2007

Bulk Drugs
Penicillin ~ Cephalosparin Vitamin C Finished
series series 5eries Drugs Others  Eliminations  Consofidated

HKS 000 AXS000 HKS'000 HKS$ 000 HK$°000 HKS 600 HKS'600
{unaudited)  (unaudited)  (unaudited)  {unaudited)  ({unaudited)  (unaudited) {unaudited)

REVENUE
Exlernal sales dazssd 338,815 470,995 660,901 16,258 - 2,308,059
Intet-seqgment sales 175,132 15,130 £00 - 70 {130,932} -
TOTAL REVENUE 993,016 353,145 471,595 660,801 16,326 {190,932} 2,308,051
Inter-segment sales are charged at prevailing markel rates.
SEGMENT RESULTS 188,199 AT 47,835 (35,908} (10,981) 200,331
Unallocated income 1}
Unallocated corporate

2IPENSES {8423}
Operating profit 191,962
Share of results of @

Jointty
controlled entity (4,593 (4,593}
Finance costs (55,075)
Profit befors tan 132,294
Income lLax expense {10,505}
Profit for the period 121,788




Interim Report 2007 China Pharmaceutical Group Limited 13

For the six months ended June 30, 2006

Bulk Drugs
Penicilin ~ Cephalosporin Vitamin C Finished
series sefigs series Drugs Others  Eliminations __ Consokdated

HKS 000 HXS'000 HKS'B00 HKS 006 HKS'000 HKS'000 K600
{unaudited)  {unaudited)  (unaudited)  (uwaudited)  (uneudited)  (unaudited) {unaud ted)

REVENUE
Extemal sales 42370 361,006 30311 £36.,057 7090 - {748,634
Inter-segmenl sales 104 552 57,217 39 — - {162.088) -
TOTAL REVENUE 546,922 418,223 303430 B36,057 7030 {162,088) 1,749,634
Inter-segment sales are charged al prevailing market sates.
SEGMENT RESULTS 24,196 1570 2581 28,972 {12,176) 75,143
Unallocated income 269
Unallocated corporate

BXpenses {8.42)
Operating proti 67,000
Share of results of &

jointly controlled

enlily 783 83
Finance costs {48.115)
Profit belore lax 19,668
Income 2x expense {3.068)

Profit for 1he period 16,600
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Geographical segments

The following is an analysis of the Group’s revenue by gecgraphical market for the period

under review:

For the six months ended June 30,

2007

2006

The People's Republic of China {the “PRC")
Asia other than the PRC

Europe

America

Others

Profit before tax

HK$'000
{unaudited)

HK$'000
(unaudited)

1,469,740 1,226,583
560,423 284,474
143,908 125,573
120,457 103,136

14,523 9,858

2,309,051 1,749,634

For the six months ended June 30,

2007

2006

Profit before tax has been arrived at after
charging {crediting):

Amorlisation of intangible assets

Amortisation of prepaid lease paymenis

Depreciation of property, plant and equipment

Employee benefils expenses, including those
of directors {Note)

Contribution to retirement benefits schemes,
including those of directors

Loss on disposal of property, plant and
equipment, included in other expenses

Research and development expenses

Share of tax of a jointly controlled entity,
included in share of results of a jointly
controlled entity

Interest income

HKS' 000
(unaudited)

11,775
2,280
174,693
201,509
33,487
25,145

4,031

(1,195)

HK$'000
{unaudited)

10,297
2,087
153,297
137,712
23,335
29
3,626

187
{1,517)

Note: The amount or the current period includes a half-year bonus of HK$39,695,000

{1.1.2006 to 6.30.2006: Nil).
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5. Income tax expense

For the six months ended June 30,

2007 2006
HK$'o00 HK$'000
{unaudited) (unaudited)

PRC Foreign Enterprise Income Tax
— current year 14,619 3.068
— underprovision in prior years 886 -
— tax refund {5,000} —
10,505 3,068

No Hong Kong Profits Tax is payable by the Company nor its Hong Kong subsidiaries
since they either had no assessable profits or incurred tax losses for both periods. The tax
charge for the period arose from taxation on its subsidiaries established in the PRC.

Pursuant to the relevant laws and regulations in the PRC, certain subsidiaries of the
Company are entitled to exemption and relief from PRC Foreign Enterprise Income Tax
starting from their first profit-making years.

In addition, pursuant to an approval granted by the relevant tax authority, a subsidiary of
the Company was granted tax refund on the basis that the subsidiary of the Company has,
instead of making distributions to its foreign shareholders, re-invested certain distributable
reserves as capital contribution to a PRC subsidiary set up in previous years.

The tax charge for the period represents incocme tax provision which has taken intc
account of the above mentioned tax incentive.

As at June 30, 2007, the Group had unused tax losses of approximately HK$197,751,000
(12.31.2006: HK$141,262,000) available for offset against future profits. No deferred 1ax
asset has been recognised in respect of such losses due to the unprediciability of future
profit streams. The unrecognised tax losses will expire in 2012,

There was no other significant unprovided deferred tax for the period or at the balance
sheet date.

6. Dividend

No dividend was paid during the period. The directors do not recommend the payment
of an interim dividend.
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7. Earnings per share

The calculation of the basic earnings per share for the six months ended June 30,
2007 is based on the unaudited profit for the peried attributabte to equity holders of the
Company of approximately HK$123,394,000 {1.1.2006 to 6.30.2006: HK$16,642,000)
and the 1,538,124,661 shares (1.1.2006 to 6.30.2006: 1,538,124,661 shares) in issue
during the period,

No diluted earnings per share has been presented for the six months ended June 30, 2006
and 2007 as there were no potential ordinary shares in issue during both periods.

8. Property, plant and equipment

During the period, the Group acquired approximately HK$244,998,000 (1.1.2006 to
12.31.2006: HK$231,141,000) of property, plant and equipment in order to upgrade ils
manufacturing capabilities.

In addition, the Group disposed of certain property, plant and equipment with a
carrying amount of approximately HK$30,543,000 (1.1.2006 to 6.30.2006: HK$1,364,000),
resulting in a loss on disposal of approximately HK$25,145,0600 {1.1.2006 to 6.30.2006:
HK$29,000).

9. Pledged bank deposits

As at June 30, 2007, the Group has pledged bank deposits to banks for the acquisition of
property, plant and equipment of approximately HK$772,000 {12.31.2006: HK$1,312,000)
and the deposits were classified as non-current assets.

As at December 31, 2008, the Group also pledged approximately HK$2,792,000 deposits
to banks to secure short-term banking facilities granted to the Group and the deposits were
classified as current assets. The pledges were released during the current period.
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10. Trade and other receivables/Bills receivables

As at As at

June 30, December 31,

2007 2006

HK$°000 HK$'000

(unaudited) (audited)

Trade receivables 562,447 497,288
Bills receivables 168,680 48,501
731,127 595,789

Qther receivables 107,694 77.200
838,821 672,989

The Group allows a credit period from 30 days 1o 90 days to its trade customers, The
following is an aged analysis of trade receivables net of impairment losses and bills
receivables at the balance sheet data:

As at As at

June 30, December 31,

2007 2006

HKS$' 000 HK$'000

(unaudited) (audited)

0 to 90 days 703,035 559,880
91 to 180 days 27,122 35,731
181 to 365 days 970 178
731,127 595,789
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1. Retated party disclosures

During the period, the Group had significant transactions and balances with related
parties, some of which are also deemed to be connected parties pursuant to the Listing
Rules. The significant transactions with these companies during the period, and balances
with them at the balance sheet date, are as follows:

(f) Connected parties

Nature of
Name of transactions/ For the six months ended June 30,
company balances 2007 2006
HKS'600 HK$ 000
{unaudited) {unaudited}
Shijiazhuang Purchase of raw

Pharmaceutical materials (Note i) 176,244 132,391
Group Company Sale of steam

Limited (Note i} 5,607 633
{“SPG")and its Rental expenses
subsidiaries, {Note i) 2,570 2,877

excluding the Interest expenses
Group (the "SPG on loans from

Group”) (Note) immediate/
ultimate holding
company 2,165 1,043
As at As at
June 30, December 31,
2007 2006
HK$' 000 HK$'000
(unaudited) (audited)
Balance due from (to} the SPG Group

— trade receivables (Note iv} 14,361 2.660
— trade payables (Note iv) (7,017) {11,360}
— other payables (Note iv) {11,759) (10,454)

— interest-free short-term loans
(Note iv) (9,667) —
— interest-free long-term loans -— (9,493}
— other long-term leans (Note iif} (126,000) (70,000}
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Note: On or before June 25, 2007, SPG was the ultimate holding company of the
Company and owned approximately 50.93% of the issued share capital of
the Company. On June 26, 2007, Legend Holdings Limited, an investmani
hotding company established in the PRC, acquired the entire interest of
SPG from State-owned Assels Supervision and Administration Committee
of Shifiazhuarg Municipal People's Government and became the ultimate
helding company of the Company with effect on that date.

With reference to the announcement of the Company dated April 25, 2007, a facility
in the aggregate amount of AMB510,000,000 is made available by a bank in the
PRC to SPG and certain subsidiaries of the Company for RMB150,000,000 and
RMB360,000,000, respectively. The facility is a general working capita! facility for
one year from April 25, 2007. As a condition under the facility, SPG has pledged
600,588,874 ordinary shares of the Company (representing approximately 39.05%
of the issued share capital of the Company) in favour of the bank as security.
Al June 30, 2007, the extent of such facility utilised by the Group amounted to
HK$1t0,000,000.

As at June 30, 2007, SPG had also given corporate guarantees lo banks in the
PRC toe secure the loan facilities to the extent of HK$320,000,000 (12.31.2006:
HK$57,416,000) granted to the Group.

(1)  Related parties, other than connected parties

Nature of
Name of transactions/ For the six months ended June 30,
company balances 2007 2006
HKS 000 HKS 000
{unaudited) {unaudited)
Hebei Huarong Purchase of raw
Pharmacautical malterials (Nofe i) 19,222 13,211
Co., Ltd. Sale of raw
{*Huarong"), materials (Note i) 2,298 —
a jointly
controlled Provision of utility
entity of the services by the
Group Group (Note v} 4,755 4,649
As at As at
June 30, December 31,
2007 2006
HK$'000 HK$ 000
{unaudited) (audited)

Balance due from Huarong
— dividend receivables 6,122 6,122
— other receivables (Note iv} 9,178 7,033
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(i

vy

Other state-owned entities in the PRC

The Group operates in an economic regime currently predominated by entities
directly or indirectly owned by the PRC government through its government
autherities, agencies, affiliations and other organisations (“state-owned entities”).
Transactions with other state-owned entities include but are not limited to the
followings:

— lending and deposit taking;

— taking and placing of inter-bank batances.:

— purchase, sale and leases of property and ather assets; and
— rendering and receiving of utilities and other services.

These transactions are conducted in the ordinary course of the Group’s business
on terms similar to those that would have been entered intc with non-state-owned
entities. The Group has also established its pricing strateqy and approval processes
for major products and services. such as loans, deposits and commission income.
Such pricing strategy and approval processes do not depend on whether the
customers are slate-owned entities or not. Having due regard to the substance
of the relationship, the directors of the Company are of the opinion that none ot
these transactions are material related party transactions that require separate
disclasure.

Remuneration of key management personnel

The remuneration of key management personnet of the Group during the period
was as follows:

For the six months ended June 30,

2007 2006

HK$ 000 HK$ 000

{unaudited) (unaudited)

Short-term benefits 4,406 5,044
Post-employment benefits 234 284
4,640 5,328

The above remuneration is determined by the remuneration committee having
regard to the Group's operating results, performance of individuals and market
trends.
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12,

Notes:

{i) The transactions were carried out with reference to the market prices.

(i) Rental expenses were paid in accordance with the tenancy agreements.

(i) Loans are inlerest bearing at prevailing market rates.

(v) At the balance sheet date, the amounts were aged within one year. The
directors consider that the carrying amounits of the balances approximate

their fair values.

(v} The transactions were carried out based on the actual costs of utilities

incurred by the Group.

Trade and other payables/Bills payables

As at As at

June 30, December 31,

2007 2006

HKS' 000 HKS$'000

(unaudited) (audited}

Trade payables 391,111 406,100
Bills payables 139,501 223,118
530,612 629,218

Other payables 541,426 348,047
1,072,038 977.265

The following is an aged analysis of trade and bills payables at the balance sheet date:

As at As at

June 30, December 31,

2007 2006

HKS 000 HK$'000

{unaudited) (audited})

0 to 90 days 456,710 555,975
91 to 180 days 42,337 54,433
181 to 365 days 21,942 9,917
More than 365 days 9,623 8.893
530,612 629,218
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13. Unsecured bank loans

During the period, the Group obtained new bank loans amounted to approximately
HK$398,000,000. The toans carry interest at prevailing market rates, ranging trom 4.89%
10 7.02% (12.31.2006: 4.47% to 6.76%) per annum and were used to finance the general
operations ot the Group and the acquisition of property, plant and equipment. In addition,
the Group also repaid bank loans of approximately HK$436,000,000 during the period.

14. Capital commitments

At the balance sheet date, the Group had the following capital commitments:

As at As at
June 30, December 31,
2007 2006
HK$'000 HK$ 000
{unaudited) {audited)
Capital expenditure contracted for but not
provided in the condensed consclidated
financial statements in respect of
acquisition of
— property, plant and equipment 58,120 77.489
— intangible assets 7,356 6,817
65,476 84,306

Capital expenditure autherised but not
contracted for in respect of acquisition of
property, plant and equipment 3,436 3,016
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15,

16.

Contingent liabilities

A5 disclosed in the announcement of the Company dated February 22, 2005, the Company
and one of its subsidiaries are named as, among others, defendants in a number of
antitrust complaints filed in The United States of America (the “United States™). These
antitrusl complaints alleged that certain manutacturers of vitamin C in the PRC have since
at least December 2001 ¢onspired to control prices and volumes of exports of vitamin C
to the United States and elsewhere in the world and that as such have been in violation
of the antitrust laws of the United States. It is alleged in the antitrust complaints that the
purchasers of vitamin C in the United States paid more for vitamin C than they would have
paid in the absence of the alleged conspiracy and therefore, suftered losses. The plaintitfs
(purportedly as representatives of classes of similar plaintiffs) seek treble unspecified
damages and othet relief. Subsequent to the above-meniioned announcement, there
wera some other complaints with the same nature as the antitrust complaints filed in the
United States. Up to the date of this report, four antitrust complaints have been served
on the Company and three antitrust complaints have been served on the subsidiary. The
legal adviser of the Group has successfully consolidated all such cases to be heard in
the Federal Gourt of New York.

On May 3, 2008, the tirst court meeting was held before a judge of the U.S. District Ceurt
for the Eastern District of New York and tegal advisers of the defendants and plaintifis. In
February 2007, the direct purchaser plaintiff amended its claim and requested that only
direct purchasers of the vitamin C who had not entered inte any agreemenis containing
arbitration clauses could be part of the class of purchasers it sought to represent. On June
5, 2007, the court heard the defendants’ motiens to dismiss based on the legal principles
of act of state, foreign sovereign compulsion and international comity. The court has taken
those motions under advisement and it is not known when a ruling will be forthcoming.

Submissions concerning whether the direct purchaser case may proceed as a class action
fook place in May to August 2007, According to the latest timetable fixed by the court,
fact discovery is scheduled {o be concluded by February 29, 2008, expert discovery is
scheduled to be concluded by September 19, 2008 and a pre-trail hearing will be held on
November 11, 2008. The action is still in the stage of class discovery.

The directors and management of Company intend 1o contest the claims set out in the
antitrust complaints vigoreusly. The Group has appointed legal advisers to advise them
in the legal proceedings and the outcome of the antitrust complaints cannot be reliably
estimated with reascnable certainty at this stage.

Post balance sheat event

On August 30, 2007, a subsidiary of the Company, Shijiazhuang Pharma Group Zhonghe
Pharmaceutical (Inner Mongolia) Co. Limited, entered into a sale and purchase agreement
with SPG, the immediate holding company, and Hebei Hong Yuan Chemical Co. Limited,
a wholly owned subsidiary of SPG, (together the “Vendors™) to conditionally acquire the
entire equity interest in Shijiazhuang Pharma Group Inner Mongelia Zhengkang Sugar Co.
Limited from the Vendors at an aggregate consideration of RMB130,000,000. Details of the
transaction are set out in the announcement of the Company dated August 30, 2007.
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Other Information
Directors’ Interests in Shares, Underlying Shares and Debentures

As at June 30, 2007, the interests of the directors and their associates in the shares,
underlying shares and debentures of the Company and its associated corporations
{within the meaning of Part XV of the Securities and Future Ordinance (the “5FQ"),
as recorded in the register maintained by the Company pursuant to Section 352 of
the SFO, or as otherwise notified to the Company and The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) pursuant to the Model Code for Securities
Transactions by Directors of Listed Companies (the “Model Code”} contained in
the Rules Governing the Listing of Securities on the Stock Exchange (the “Listing
Rules™), were as follows:

Long Positions

Number of Percentage of

issued ordinary the issued share

Name of director Capacity shares held of the Company
Cai Dongchen Beneficial owner 2,000,000 0.13%
Chak Kin Man Beneficial owner 4,000 0.00026%

Other than as disclosed above, none of the directors nor their associatles had any
interests or short positions in the shares, underlying shares and debentures of the
Company or any of its associated corporations (within the meaning of Part XV of the
SFQ) as recorded in the register required to be kept under Section 352 of the SFO,
or as otherwise notified to the Company and the Stock Exchange pursuant to the
Model Code.

Arrangements to Purchase Shares or Debentures

Other than the share aption scheme of the Company, at no time during the period was
the Company, its holding company, or any of its fellow subsidiaries and subsidiaries,
a party to any arrangements to enable the directors of the Company to acquire
benefits by means ot the acquisition of shares in, or debentures of, the Company or
any other body corporate.
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Share Option Scheme

The Company’s share option scheme was adopted on July 6, 2004 for the purpose
of providing incentive to directors (or any persons proposed to be appointed as such,
whether executive or non-executive} and employees (whether full-time or part-time)
of each member of the Group, eligible business consultants, professionals and
other advisers who have rendered services or will render service to the Group as
determined by the board of directors.

No option had been granted or agreed to be grantied under the share option scheme
since its adoption.

Substantial Shareholders

As at June 30, 2007, the register of substantial sharehoiders maintained by the
Company pursuant to Section 336 of the SFO shows that the following shareholders
had notified the Company of relevant interests in the issued share capital of the

Company.

Approximate

percentage
of the
Number of issued share
Name of ordinary capital of the
substantial shareholder Capacity shares held Company
Employees' Shareholding Interest of a 783,316,161 50.93%
Society of Legend Holdings controlled (Note i)
Limited corporation
Legend Holdings Limited Interest of a 783,316,161 50.93%
controlled (Note i)
corporation
Shijiazhuang Pharmaceutical  Beneficial owner 783,316,161 50.93%
Group Company Limited and controlled {Note ii)
("SPG™) corporation
Notes:

(i) Employees’ Shareholding Society of Legend Holdings Limited owns 35% interest in
Legend Holdings Limited which in turn owns 100% interest in SPG. Therefore, thay
are deemed to be interested in 783,316,161 shares of the Company in which SPG has
interest,

(ii) In respect of the 783,316,161 shares, 773,436,399 shares are held by SPG and 9,879,762
shares are held by China Charmaine Pharmaceutical Company Limited, a wholly-owned
subsidiary of SPG.
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Other than as disclosed above, the Company has not been notified of any other
relevant interests or short positions in the issued share capital of the Company or any
other interests representing 5% or more of the issued share capital of the Company
as at June 30, 2007.

Corporate Governance

The Company has complied with the code provisions in the Code on Corporate
Governance Practices contained in Appendix 14 of the Listing Rules throughout the
six months ended June 30, 2007 with certain deviations as set out below.

Ceode provision A.2.1 stipulates that the roles of the chairman and managing director
should be separate and should not be performed by the same individual. As disclosed
in the 2006 annual report of the Company, Mr. Cai Dengchen has assumed both roles
as the chairman and managing director of the Company. The Company believes that
vesting both roles in Mr. Cai will allow for more effective planning and execution of
business strategies. As all major decisions are made in consultalion with members
of the board of directors, the Company believes that there is adequate balance of
power and authority in place.

Review of Interim Results

The interim results have been reviewed by the external auditors and audit committee
of the Company.

Directors’ Securities Transactions

The Company has adopted the Model Code as set out in Appendix 10 of the Listing
Rules. Have made specific enquiry, all directors have complied with the required
standard set out in the Model Code throughout the six months ended June 30,
2007.

Purchase, Sale or Redemption of the Company’s Listed Securities

There was no purchase, sale or redemption by the Company or any of its subsidiaries
of the Company's listed securities during the six months ended June 30, 2007.

Disclosure under Rule 13.18 of the Listing Rules

Pursuant to two bank loan agreements, it will be an event of default under gach of
the loan agreements if SPG owns less than 40% of the issued share capital of the
Company. The aggregate outstanding principal of these bank loans at June 30, 2007
was HK$538,000,000 and the last instalment repayment is due in April 2009.

By order of the Board
CAl Dongchen
Chairman
Hong Kong
September 13, 2007
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1€ olock Lxenange of fong Kong Linuled takes no responsibility for the contents of this announcement,
makes no representation as to its accuracy or completeness and expressly disclaims any liability whatsoever
for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this
announcement.
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DISCLOSEABLE AND CONNECTED TRANSACTIQN S

ACQUISITION OF THE ENTIRE ISSUED SHARE CAPITAL OF
SHIJTAZHUANG PHARMA GROUP INNER MONGOLIA ZHONGKANG
SUGAR CO. LIMITED

On 30 August 2007 (after trading hours), Zhonghe Pharmaceutical entered into the Agrcement with
the Vendors to conditionally acquire the entire equity interest in Zhongkang Sugar from the Vendors
at an aggregate consideration of RMB130.000,000.

The Acquisition constitutes a discloseable transaction of the Company under the Listing Rules as the
applicable percentage ratios exceed 5% but are below 25%. As SPG and its associates (as defined in the
Listing Rules) beneficially own an aggregate of approximately 50.926% of the issued share capital of
the Company, the Acquisition also constitutes a connected transaction of the Company and is subject
to the reporting, announcement and independent shareholders’ approval requirements.

In view of the interests of the SPG Group in the Acquisition, the SPG Group and its associates will
abstain from voting in relation to the resolution approving the Acquisition at the EGM. An Independent
Board Committee will be appointed to advise the Independent Shareholders on whether or not the
terms of the Acquisition are in the interests of the Company and are fair and reasonable so far as the
Shareholders as a whole are concerned. An independent financial adviser will be appointed to advise
the Independent Board Committee regarding the terms of the Acquisition.

A circular containing further details of the Acquisition, letter from the Independent Board Committee,
an opinion of the independent financial adviser together with a notice convening the EGM to approve
the Acquisition will be despatched to the Shareholders as soon as practicable.

THE AGREEMENT
Date

30 August 2007 {after trading hours)
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Vendors: SPG
Hong Yuan

Purchaser:  Zhonghe Pharmaceutical
Asset to be acquired

Subject to the terms and conditions of the Agreement, Zhonghe Pharmaceutical has conditionally agreed
to acquire 100 per cent. of the equity interest in Zhongkang Sugar.

Consideration

The Consideration amounts to RMB130,000,000 and shall be payable by Zhonghe Pharmaceutical to the
Vendors in cash from internal resources of the Group upon Completion.

The Consideration was determined following arm’s length negotiations between all parties to the Agreement.
The Consideration of RMBI130,000,000 represents a price earnings multiple of 6.5 based on the Guaranteed
Profit. In arriving at the Consideration, the Board has made reference to the valuation of other companies
listed on the Stock Exchange which engaged in similar business as that of Zhongkang Sugar and considers
that the Consideration is comparable to the valuation of these comparable companies.

Conditions precedent
Completion of the Agreement is conditional upon the fulfillment of the following conditions:

(@) Zhonghe Pharmaceutical having conducted a due diligence investigation in respect of Zhongkang
Sugar including but not limited to its business, legal aspects, properties and accounts and Zhonghe
Pharmaceutical being satisfied with the results of such due diligence investigation;

(b) the approval by the Independent Shareholders of the Agreement and the transactions contemplated
thereunder at an EGM to be held in accordance with the requirements of the Listing Rules; and

() (if required) all approvals and consents required for the Acquisition having been obtained from
governmental or regulatory authorities (including but not limited to the Ministry of Commerce of
the PRC Government).

In the event that not all the above conditions have been fulfilled within 3 moaths from the date of the
Agreement, i.e. 30 November 2007 (or by such later date(s) as the parties to the Agreement may agree in
writing), the Vendors and Zhonghe Pharmaceutical may terminate the Agreement. Save for condition (a)
which can be waived by Zhonghe Pharmaceutical, none of the conditions precedent can be waived by the
parties to the Agreement.
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Completion shall take place on the thirtieth day after the date on which all the conditions of the Agreement
have been fuifilled or such other date as shall be agreed between the parties to the Agreement. Upon
Completion, Zhongkang Sugar will be indirectly wholly owned by the Company and its financial results
will be consolidated in the financial results of the Company.

Profit Guarantee

Pursuant to the Agreement, the Vendors have guaranteed to Zhonghe Pharmaceutical that the audited net
profit of Zhongkang Sugar for the year ending 31 December 2007 will not be less than RMB20,000,000
(the “Guaranteed Profit”) according to the generally accepted accounting principles and standards in
Hong Kong. In the event that such guarantee cannot be fulfilled, the Vendors will reimburse Zhonghe
Pharmaceutical with an amount equal to the shortfall between the Guaranteed Profit and the actual net profit
of Zhongkang Sugar for the year ending 31 December 2007 times a multiple of 6.5 in cash. The maximum
amount to be reimbursed by the Vendors to Zhonghe Pharmaceutical is RMB130,000,000.

Pursuant to the Agreement, the Vendors and Zhonghe Pharmaceutical shall, within 5 days from the date
of the audited accounts of Zhongkang Sugar for the year ended 31 December 2007, confirm in writing the
exact amount to be reimbursed by the Vendors to Zhonghe Pharmaceutical. The Vendors shall reimburse
Zhonghe Pharmaceutical within 10 days from the date of the confirmation. In the event such reimbursement
is required to be made by the Vendors, the investment cost in Zhongkang Sugar will be reduced by the
reimbursement so received and the related goodwill arising from the Acquisition wiil be reduced accordingly
in the consolidated financial statements of the Company.

INFORMATION ON THE VENDORS
Hong Yuan is principally engaged in manufacture and sales of chemical products.

SPG is an enterprise established in the PRC and is an investment holding company. SPG and its subsidiaries
are primarily engaged in the manufacturing and trading of pharmaceutical and chemical products. To the
best knowledge of the Directors, the Company has not entered into any prior transactions with SPG and its
ultimate beneficial owners which require aggregation under Rules 14.22 and 14A.25 of the Listing Rules.



DRARLAVLIING a1 RUCIURL UY LANUNGKANG SUGAR IMMEINMATELY PRIOR TO AND
AFTER COMPLETION OF THE ACQUISITION

The following charts set out the corporate structure of Zhongkang Sugar immediately prior to and after
Completion:

Immediately prior to Completion

SPG
1100%
China Charmaine o
50.284% Pharmaceutical 75%
Company Limited
10.642% 125% ! 999/,
The Company Hong Yuan
100% l l 1%
v
Zhonghe

Pharmaceutical Zhongkang Sugar

Immediately after Completion

SPG

50.284% l 100%

China Charmaine
Pharmaceutical
Company Limited

L l 0.642%

The Company

l 100%

Zhonghe Pharmaceutical

l 100%

Zhongkang Sugar
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Zhongkang Sugar is a company incorporated in the PRC established on 19 April 2004. The total equity
interest in Zhongkang Sugar is owned as to 99% by SPG and as to 1% by Hong Yuan. Zhongkang Sugar
is principally engaged in the manufacture and sale of corn refined products (including liquid glucose and
corn syrup). The Group has been the largest customer of Zhongkang Sugar since its establishment.

According to the valuation report of Zhongkang Sugar prepared by an independent PRC valuer based
on depreciated replacement cost method, the net asset value of Zhongkang Sugar as at 31 July 2007 was
RMB84,044.816 (equivalent to approximately HK$86,566.160).

According to the audited accounts of Zhongkang Sugar for the seven months ended 31 July 2007 prepared
in accordance with the generally accepted accounting principles in the PRC, its audited profit for the seven
months ended 31 July 2007 was RMB7,510,077 (equivalent to approximately HK$7,735,379). The audited
results of Zhongkang Sugar for the two years ended 31 December 2006 based on the generally accepted
accounting principles in the PRC are set out below:—

For the financial yvear ended
31 December

2005 2006
RMB RMBE
Net profit (loss) before taxation (956.084) 3,450,942
Net profit (loss) after taxation (956,084) 3,450,942

REASONS FOR AND BENEFITS OF THE ACQUISITION

The operations of Zhongkang Sugar are complementary and related to the business of the Group. Atmost
all of the liquid glucose and corn syrup used by the production plants of the Group in Inner Mongolia
are sourced from Zhongkang Sugar. The amount of purchases of liquid glucose and corn syrup by the
Group from Zhongkang Sugar for the two years ended 31 December 2006 amounted to approximately
RMB89,926,000 (equivalent to approximately HK$92,623.780) and RMB159,333.000 (equivalent to
approximately HK$164,112,990) respectively.

The production site of Zhongkang Sugar is adjacent to the plants of the Group in Inner Mongolia. In
addition, Zhongkang Sugar is the only manufacturer in neighbouring area that is capable of producing
quality liquid glucose and corn syrup which mects the quantity requirement of the plants of the Group in
Inner Mongolia. Although there are other corn refined product manufacturers in other areas of the PRC,
sourcing from other manufacturers would mean high production cost for the Group as it would need to
incur extra transportation costs to transport the raw materials to the plants of the Group in Inner Mongolia.
Vertical integration as a result of the Acquisition will ensure a reliable and efficient supply of high quality
raw materials at lower cost.

As disclosed in the announcements of the Company dated 3t December 2004 and 21 February 2005 and the
circular of the Company dated 24 January 2005, the Group entered into continuing connected transactions




with Zhongkang sugar In refation to the purchase ot liquid glucose and corn syrup from Zhongkang Sugar
for a period of 3 years from 1 January 2005 to 31 December 2007. The transactions were approved by the
independent Shareholders at the extraordinary general meeting of the Company held on 21 February 2005.
Upon completion of the Acquisition, these transactions will cease to be continuing connected transactions
of the Company. The number of existing continuing connected transactions of the Group will be greatly
reduced.

The Directors (excluding the independent non-executive Directors who have been appointed as members
of the Independent Board Committee to advise the Independent Shareholders in respect of the Acquisition,
who will provide their views after considering the opinion of the independent financial adviser) consider
that the terms of the Acquisition have been negotiated on an arm’s length basis and on normal commercial
terms and the terms thereof are fair and reasonable and are in the best interests of the Group and the
Shareholders as a whole,

General

The principal activity of the Company is investment holding. The principal activities of the subsidiaries of
the Company are manufacture and sales of pharmaceutical products.

The Acquisition constitutes a discloseable transaction of the Company under the Listing Rules as the
applicable percentage ratios exceed 5% but are below 25%. As SPG and its associates (as defined in the
Listing Rules) beneficially own an aggregate of approximately 50.926% of the issued share capital of the
Company, the Acquisition also constitutes a connected transaction of the Company and is subject to the
reporting, announcement and independent shareholders’ approval requirements.

{n view of the interests of the SPG Group in the Acquisition, the SPG Group and its associates will abstain
from voting in relation to the resolution approving the Acquisition at the EGM. An Independent Board
Committee will be appointed to advise the Independent Shareholders on whether or not the terms of the
Acquisition are in the interests of the Company and are fair and reasonable so far as the Shareholders as a
whole are concerned. An independent financial adviser will be appointed to advise the Independent Board
Committee regarding the terms of the Acquisition.

A circular containing further details of the Acquisition, letter from the Independent Board Committee,
an opinion of the independent financial adviser together with a notice convening the EGM to approve the

Acquisition will be despatched to the Shareholders as soon as practicable.

DEFINITIONS

In this announcement, unless the context requires otherwise, the following expressions have the following

meanings:

“Acquisition” the acquisition by Zhonghe Pharmaceutical of the entire equity interest
in Zhongkang Sugar from the Vendors pursuant to the Agreement

“Agreement” the conditional sale and purchase agreement dated 30 August 2007

entered into between Zhonghe Pharmaceutical and the Vendors in relation
to the Acquisition

e —




“associate”
“Board”

“Company”

“Completion”
“Director(s)”

GGEGM”

“Hong Yuan”

Ity

“Independent Shareholders”

“Independent Board
Committee”

“Group”

“Hong Kong”

“Listing Rules™
G‘PRC "
“Shareholder(s)”

“SPG”

*SPG Group”
*Stock Exchange”

“Vendors”

has the meaning ascribed to it in the Listing Rules

the board of Directors

China Pharmaceutical Group Limited, a company incorporated in Hong
Kong with limited liability, the shares of which are listed on the Stock
Exchange

completion of the Acquisition pursuant to the Agreement

the director(s) of the Company

an extraordinary general meeting of the Company to be held to consider
and, if thought fit, approve the Acquisition

WAL E WA AR B (Hebei Hong Yuan Chemical Co. Limited), a
company established in the PRC and 75% equity interest of which is
owned by SPG and the remaining 25% is owned by a wholly-owned
subsidiary of SPG

Shareholders other than the SPG Group and its associates

an independent committee of the Board comprising the independent non-
executive Directors

the Company and its subsidiaries

the Hong Kong Special Administrative Region of the People’s Republic
of China

the Rules Governing the Listing of Securities on the Stock Exchange
the People’s Republic of China

the holder(s) of the share(s) of the Company

Shijiazhuang Pharmaceutical Group Company Limited, a limited liability
company established in the PRC, the controlling shareholder of the
Company and beneficially owned by Legend Holdings Limited

SPG together with its subsidiary excluding the Group

The Stock Exchange of Hong Kong Limited

SPG and Hong Yuan




“Zhonghe Pharmaceutical” OREEMPRREE (N5 ) HIRAF (Shijiazhuang Pharma Group
Zhonghe Pharmaceutical (Inner Mongolia) Co. Limited), a foreign
investment company established in the PRC and a wholly owned subsidiary
of the Company

“Zhongkang Sugar™ AEEEMARE LR EFRAE (Shijiazhuang Pharma Group Inner
Mongolia Zhongkang Sugar Co. Limited), a limited liability company
established in the PRC and 99% of equity interest of which is owned by
SPG and the remaining 1% is owned by Hong Yuan

“HK$” Hong Kong dollars, the lawful currency of Hong Kong
“RMB” Renminbi, the lawful currency of the PRC
%" per cent

Unless otherwise specified in this announcement, amounts denominated in RMB have been converted, Jfor
the purpose of illustration only, into HKS$ at the rate of RMB1.00=HKS$1.03. No representation is made
that any amounts in HK$ or RMB can be or could have been converted at the relevant dates al the above
rate or any other rates at all.

By Order of the Board
CHINA PHARMACEUTICAL GROUP LIMITED
CAI DONGCHEN
Chairman

Hong Kong, 30 August 2007

As at the date of this announcement, the board of directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man,
Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng; one non-executive director, namely Mr. Lee Ka
Sze, Carmelo and four independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi Moujia,
Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.
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Group Limited

{Incorporared in Hong Kong under the Companies Ordinance)

(Stock Code: 1093)

NOTIFICATION OF BOARD MEETING

The board of directors (the “Board™) of China Pharmaceutical Group Limited (the “Company™) announces
that a meeting of the Board will be held at Room 3803, 38th Floor, Central Plaza, 18 Harbour Road., Hong
Kong on Thursday, September 13, 2007 at 12:00 noon to approve, among other matters, the interim results
of the Company and its subsidiaries for the six months ended June 30, 2007.

For and on behalf of
China Pharmaceutical Group Limited
CAI Dongchen
Chairman

Hong Kong, September 3, 2007

As at the date of this notification, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin. Mr. Feng Zhenying. Mr. Ji Jianming, Mr. Chak Kin Man,
Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng: one non-executive director, namely Mr. Lee Ka
Sze, Carmelo and four independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi Moujia,
Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.
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{incorporated in Hong Kong under the Companies Ordinance)

(Stock Code: 1093)

2007 INTERIM RESULTS ANNOUNCEMENT

The Board of Directors of China Pharmaceutical Group Limited (the “Company”) announces the unaudited
consolidated results of the Company and its subsidiaries (the “Group”) for the six months ended June 30
2007.

>

CONDENSED CONSOLIDATED INCOME STATEMENT

For the six months
ended June 30,

2007 2006

HK$'000 HK$'000

(Unaudited) (Unaudited)

Revenue 2,309,051 1,749,634
Cost of sales (1,681,790) (1,427,681)
Gross profit 627,261 321,953
Other income 13,485 17,336
Selling and distribution expenses (187,563) (111,253)
Administrative expenses (228,290) (156,279)
Other expenses (32,931) (4,757)
Operating profit 191,962 67,000
Share of results of a jointly controlled entity 4,593) 783
Finance costs (55,075) (48,115)
Profit before tax 132,294 19,668
Income tax expense (10,505) (3,068)
Profit for the period 121,789 16.600

Attributable to:

Equity holders of the Company 123,394 16,642
Minority interests (1,605) (42)

121,789 16,600

Dividend — —

Earnings per share — Basic HKS8.02 cents HK1.08 cents
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Non-current assets

Property, plant and equipment
Prepaid lease payments

Intangible assets

Goodwill

Interest in a jointly controlled entity
Pledged bank deposits

Current assets

Inventories

Trade and other receivables

Bills receivables

Prepaid lease payments

Tax recoverable

Trade receivables due from a related company
Amount due from a jointly controlled entity
Pledged bank deposits

Bank balances and cash

Current liabilities

Trade and other payables

Bills payables

Trade payables due to a related company
Amounts due to rclated companies

Tax liabilities

Unsecured bank loans

Loans from immediate holding company

Net current assets
Total assets less current liabilities

Non-current liabilities

Unsecured bank loans

Loan from a related company

Loans from ultimate holding company

Net assets

Capital and reserves
Share capital

Reserves

Equity attributable to equity holders of the Company
Minority interests

Total equity

As at As at
June 30, December 31,
2007 2006
HKS$’000 HKS'000
(Unaudited) (Audited)
3,272,788 3,233.026
146,989 145,923
48,039 48,275
55,764 55,764
17,053 21,646
772 1,312
3,541,405 3,505,946
688,654 682,935
670,141 574,488
168,680 98,501
4,685 4.361
2,197 1,165
14,361 2,660
15,300 13,155
— 2,792
405,749 387,405
1,969,767 1.767,462
932,537 754,147
139,501 223,118
7,017 11,360
11,759 10,454
21,068 15,002
820,000 752,000
9,667 —
1,941,549 1,766,081
28,218 1,381
3,569,623 3,507,327
671,000 777.000
126,000 20,000
— 59,493
797,000 856,493
2,772,623 2,650,834
153,812 153,812
2,611,223 2,487,829
2,765,035 2,641,641
7,588 9,193
2,772,623 2,650,834
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Basis of preparation and principal accounting policies

The condensed consolidated financial statements have been prepared in accordance with the applicable
disclosure requirements of Appendix 16 to the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited and with Hong Kong Accounting Standard 34 “Interim Financial Reporting™
issued by the Hong Kong Institute of Certified Public Accountants.

The condensed consolidated financial statements have been prepared on the historical cost basis.

The accounting policies used in the condensed consolidated financial statements are consistent with those
followed in the preparation of the Group’s annual financial statements for the yvear ended December 31,
2006.

Segmental information

Business segments

The Group reports its primary segment information by products, namely bulk drugs (including penicillin
series, cephalosporin series and vitamin C series), finished drugs and others. Segment information about

these products is presented below:

For the six months ended June 30, 2007

Bulk Drugs
Penicillin  Cephalosperin ~ Vitamin C Finished
series series series Drugs Others  Eliminations Conselidated
HES 900 HES 000 HES'000 HES 900 HKS'060 HKS'000 HKS'060
{unaudited)  (unaudited)  (unandited)  (unaudited)  (unoudited)  (unaudited)  (unandited)
REVENUE
External sales 822,884 338,015 470,995 668,901 16,256 —_ 2,309,051
Inter-segment sales 175,132 15,130 600 — 0 {190,932} —
TOTAL REVENUE 998,016 353,145 471,595 660,90 16,326 {190,932) 2,309,051
Inter-segament sales are charged at prevailing market rates.
SEGMENT RESULTS 188,199 1,178 {7,835 {35,900 (10,981) 200,331
Unallocated income 54
Unaltocated corporate expenses (8,423)
Operating profit 191,962
Share of results of a jointly controlled entity {4,593) (4,593)
Finance costs {55,075)
Profit before tax 132,294
Income tax expense {10,505)
Profit for the period 121,789
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Bulk Drugs
Penicillin - Cephalosporin Vitamin C Finished
series series series Drugs Others  Efiminations ~ Consolidated
HES 000 HKS 600 HES000 HKS'000 HES 001 HKS 000 HKS 000
(unaudited) {onaudited)  {unaudited) (unavdited)  (unaudited) {unaudited) (unaudited)
REVENUE
External sales 442,370 361,006 303,111 636,057 7090 — 1,749,634
Inter-segment sales t4,352 57217 319 - — (162.088) —
TOTAL REVENUE 346.912 418,223 303.430 636,057 7.090 {162.088) 1,749,634
Inter-segment sales are charged at prevailing market rates,
SEGMENT RESULTS 24,196 31570 1581 16,972 {12,176} 75043
Unallocated income 69
Unallocated corporate expenses (8.412)
Operating profit 67,000
Share of results of a jointly controlled entity 783 183
Firance costs (48,115)
Profit before tax 19.668
Income tax expense {3.068)

Profit for the period

Geographical segments

—_lsgm

The following is an analysis of the Group’s revenue by geographical market for the period under review:

The People’s Republic of China (the “PRC™)
Asia other than the PRC

Europe

America

Others

For the six months
ended June 30,

2007 2006

HK$’ 000 HKS'000
(unaudited) (unaudited)
1,469,740 1,226,593
560,423 284,474
143,908 125,573
120,457 103,136
14,523 9,858
2,309,051 1,749,634
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Profit before tax has been arrived at
after charging (crediting):
Amortisation of intangible assets
Amortisation of prepaid lease payments
Depreciation of property. plant and equipment
Employee benefits expenses, including those of directors (Note)

Contribution to retirement benefits schemes, including those of directors
Loss on disposal of property, plant and equipment, included
in other expenses
Research and development expenses
Share of tax of a jointly controlled entity, included
in share of results of a jointly controtled entity
[nterest income

For the six months
ended June 30,

2007 2006
HK$'000 HKS$ 000
{(unaudited) (unaudited)
11,778 10,297
2,280 2,087
174,693 153,297
201,509 137.712
33,487 23,335
25,145 29
4,031 3,626

— 187
(1,195) {1,517)

Note: The amount for the current period includes a half-vear bonus of HK839,695,000 (1.1.2006 to 6.30.2006:

Nil)

Income tax expense

PRC Foreign Enterprise Income Tax
— current year
— underprovision in prior years
— tax refund

For the six months
ended June 30,

2007 2006
HK$'004 HKS8'000
(unaudited) (unaudited)
14,619 3,068

886 —

(5,000) —
10,505 3,068

No Hong Kong Profits Tax is payable by the Company nor its Hong Kong subsidiaries since they either had
no assessable profits or incurred tax losses for both periods. The tax charge for the period arose from taxation

on its subsidiaries established in the PRC.

Pursuant to the relevant laws and regulations in the PRC, certain subsidiaries of the Company are entitled to
exemption and relief from PRC Foreign Enterprise Income Tax starting from their first profit-making years.




TR R sa il AV alb apptuvdl ghallivd Dy e raievant tax authority, a subsidiary of the Company was
granted tax refund on the basis that the subsidiary of the Company has, instead of making distributions to
its foreign shareholders, re-invested certain distributable reserves as capital contribution to a PRC subsidiary
set up in previous years,

The tax charge for the period represents income tax provision which has taken into account of the above-
mentioned tax incentive.

As at June 30, 2007, the Group had unused tax losses of HK$197.751.000 (12.31.2006: HK$141.262.000)
available for offset against future profits. No deferred tax asset has been recognised in respect of such losses
due to the unpredictability of future profit streams. The unrecognised tax losses will expire in 2012.

There was no other significant unprovided deferred tax for the period or at the balance sheet date.

Dividend

No dividend was paid during the period. The directors do not recommend the payment of an interim
dividend.

Earnings per share

The calculation of the basic earnings per share for the six months ended June 30, 2007 is based on the
unaudited profit for the period attributable to equity holders of the Company of HK$123,394,000 (1.1.2006
10 6.30.2006: HK $16,642,000) and the 1,538,124,661 shares (1.1.2006 to 6.30.2006: 1,538,124,661 shares) in

issue during the period.

No diiuted earnings per share has been presented for the six months ended June 30, 2006 and 2007 as there
were no potential ordinary shares in issue during both periods.

Trade and other receivables/Bills receivables

As at As at

June 30, December 31,

2007 2006

HKS'000 HKS'000

(unaudited) (audited)

Trade receivables 562,447 497,288
Bills receivables 168,680 98,501
731,127 595,789

Other receivables 107,694 77,200
838,821 672,989
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analysis of trade receivables net of impairment losses and bills receivables at the balance sheet date:

0 to 90 days
91 to 180 days
181 to 365 days

Trade and other payables/Bills payables

Trade payables
Bills payables

Other payables

The following is an aged analysis of trade and bills payables at the balance sheet date:

0 to 90 days

91 to 180 days

181 to 365 days
More than 365 days

As at As at

June 30, December 31,
2007 2006
HK$’000 HK$'000
(unaudited) (audited)
703,035 559,880
27,122 35,731

970 178
731,127 595,789

As at As at

June 30, December 31,
2007 2006
HEK$'000 HK§ 000
(unaudited) (audited)
391,111 406,100
139,501 223,118
530,612 629,218
541,426 348,047
1,072,038 977,265
As at As at

June 30, December 31,
2007 2006
HKS$'000 HKS'000
{unaudited) (audited)
456,710 555,975
42,337 54,433
21,942 9,917
9,623 8.893
530,612 629,218
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Results

For the first half of 2007. the Group’s revenue and profit attributable to equity holders of the Company
amounted to HK$2,309,051.000 and HK $123.394,000, representing an increase of 32% and 641% over the
same period of last year, respectively,

Vitamin C Series

Total sales volume of the major products of this series for the period amounted to 15,249 tonnes, an increase
of 16.7% over the same period of last year. With the market supply and demand moving towards a more
balanced state, product prices rebounded significantly during the current period. For the first and second
quarters of the year, the average prices of vitamin C werc US$3.02 and US$4.34 per kg respectively. The
gross profit margin of the entire series increased from 15.9% in the same period of last year to 29.2% in
the current period. It is expected that the upward trend of the product prices will continue in the second
half of the year,

Penicillin Series

Total sales volume of the major products of this series for the period amounted to 4.676 tonnes, an increase
of 26.7% over the same period of last year. After a long period of market consolidation, coupled with the
lessening of market supply as a result of the more stringent environmental regulations, product prices
increased sharply during the current period. The respective average prices of penicillin industrial salt,
amoxicillin and 6-APA for the first quarter of the year were US$12.96. US$27.60 and US$27.84 per kg whilst
their respective average prices for the second quarter of the year were US$19.12, US$37.56 and US$37.09
per kg. The gross profit margin of the entire series increased from 12.4% in the same period of last year
to 33.8% in the current period. It is expected that the upward trend of the product prices will continue in
the second half of the year.

Cephalosporin Series

Total sales volume of the major products of this series for the period amounted to 510 tonnes, a decrease of
9.1% over the same period of last year. After the significant drop in previous year, product prices recovered
slightly during the current period. The average prices of 7-ACA in the {irst and second quarters of the year
were US$ 82.80 and US$83.21 per kg respectively. As the production costs have increased during the current
period. the gross profit margin of the entire series decreased from 20.0% in the same period of last year
to 14.8% in the current period. It is expected that market conditions will be able to improve gradually.

Finished Drugs

Market competition remained fierce in the current period. revenue of this business grew slightly by 3.9%
as compared with the same period of last year. Gross profit margin increased from 22.6% in the same
period of last year to 23.6% in the current period. During the period, the Group has increased its efforts
in developing the vitamin C health supplement market in the PRC, leading to a significant increase in
the selling and distribution expenses. The finish drugs division ended up recording an operating loss of
HK$35,900,000 for the current period. Market competition is expected to remain fierce.

8 —
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The patent drug. butylphthalide, maintained a steady growth in sales during the period and its operating
conditions have improved slightly. The Group will continue its efforts to tap into this new market.

FINANCIAL REVIEW
Liquidity and Financial Position

For the first half of 2007, the Group’s operating activities generated a net cash inflow of HK$230,770,000.
Capital expenditure amounted to HK$244,998,000 . As at June 30, 2007, the Group’s current ratio was 1.0,
similar to that at the end of previous year. Debtor turnover period (ratio of the total of trade receivables
and bills receivables balance to sales, inclusive of value added tax for sales in the PRC) was 52 days in the
current period, as compared to 55 days in 2006. Inventory turnover period (ratio of inventories balance to
cost of goods sold) decreased from 85 days in 2006 to 74 days in the current period.

As at June 30, 2007, the Group had total borrowings of HK$1,626,667,000 (comprising bank loans of
HK$1,491,000,000, loan from a related company of HK$126,000.000 and loans from immediate holding
company of HK$9,667,000). The maturity profile of the total borrowings spreads over a period of three
years with HK$829.667,000 repayable within one year and the remaining HK$797,000,000 repayable
within two to three years. Net gearing ratio was 44%, which was calculated on the basis of the Group’s total
borrowings net of bank balances and cash of HK$406,521,000 over equity attributable to equity holders of
the Company at the balance sheet date.

41% of the Group’s borrowings are denominated in Hong Kong dollars and the remaining 59% in Renminbi.
The Group’s revenues are mainly either in Renminbi or in US dollars. The Group is of the opinion that its
exposure to foreign exchange rate risk is limited.

Pledge of Assets

As at June 30, 2007, bank deposits of HK$772,000 (12.31.2006: HK$4,104,000) were pledged to banks to
secure banking facilities granted to the Group.

Contingent Liabilities

The Company and one of its subsidiaries are named as, among others, defendants in a number of antitrust
complaints filed in The United States of America. The details of the antitrust complaints have been set out
in the annual financial statements of the Group for the year ended December 31, 2006. Up to the date of this
announcement, four antitrust complaints have been served on the Company and three antitrust complaints
have been served on the subsidiary.

The directors and management of the Company intend to contest the claims set out in the antitrust
complaints vigorously. The Group has appointed legal advisers to advise them in the legal proceedings
and the outcome of the antitrust complaints cannot be reliably estimated with rcasonable certainty at this

stage.
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As at June 30, 2007, the Group has about 10,083 permanent employees, the majority of them are employed
in the PRC. The Group continues to offer competitive remuneration packages, discretionary share options
and bonuses to staff based on the performance of the Group and the individual employee.

CORPORATE GOVERNANCE

The Company has complied with the code provisions in the Code on Corporate Governance Practices
contained in Appendix 14 of the Listing Rules throughout the six months ended June 30, 2007 with certain
deviations as set out below.

Code provision A.2.1 stipulates that the roles of the chairman and managing director should be separate and
should not be performed by the same individual. As disclosed in the 2006 annual report of the Company,
Mr. Cai Dongchen has assumed both roles as the chairman and managing dircctor of the Company. The
Company believes that vesting both roles in Mr. Cai will allow for more effective planning and execution of
business strategies. As all major decisions are made in consultation with members of the board of directors,
the Company believes that there is adequate balance of power and authority in place.

REVIEW OF INTERIM RESULTS
The interim results have been reviewed by the external auditors and audit committee of the Company.
PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED SECURITIES

There was no purchase, sale or redemption by the Company or any of its subsidiaries of the Company’s
listed securities during the six months ended June 30, 2007.

By order of the Board
CAI DONGCHEN
Chairman

Hong Kong, September 13, 2007

As at the date of this announcement, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Ji Jianming, Mr. Feng Zhenying, Mr. Chak Kin Man,
Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng, one non-executive director, namely Mr. Lee Ka
Sze, Carmelo and four independent non-executive directors. namely Mr. Huo Zhenxing, Mr. Qi Moujia,
Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.

— 10 —




L PEREEEER LT
China Pharmaceutical
Group Limited ST A

(Incorporated in Hong Kong under the Companies Ordinance)

(Stock Code: 1093)

NOTICE OF THE EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN that an extraordinary general meeting (the “Meeting”) of the shareholders
of CHINA PHARMACEUTICAL GROUP LIMITED (the “Company™) will be held at Room 3805, 38th
Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong on Friday, 12 October 2007 at 10:00 a.m.
for the purpose of considering and. if thought fit, passing (with or without modifications) the following
resolution as an ordinary resolution of the Company:

ORDINARY RESOLUTION

“THAT:

(a)

(b)

the agreement dated 30 August 2007 entered into between Shijiazhuang Pharmaceutical Group
Company Limited and #3871k T 45 PR 2 @] (Hebei Hong Yuan Chemical Co. Limited) as vendors
(together the “Vendors”) and 13 8 4£ [% «b 7k | 8% (952 ) #5 IR 2 &) (Shijiazhuang Pharma Group
Zhonghe Pharmaceutical (Inner Mongolia) Co. Limited) (“Zhonghe Pharmaceutical™), a wholly-
owned subsidiary of the Company, as purchaser (a copy of which is produced to the Meeting
marked “A” and signed by the chairman of the Meeting for the purpose of identification, the
“Agreement”) whereby, among others, Zhonghe Pharmaceutical conditionally agreed to acquire the
entire equity interest tn 47 48 1 B A 558 eb 4088 28 44 B 4 &) (Shijiazhuang Pharma Group Inner
Mongolia Zhongkang Sugar Co. Limited), be and is hereby approved, confirmed and ratified and
the transactions contemplated thereunder be and are hereby approved:

the directors of the Company be and are hereby authorized for and on behalf of the Company to do
all such acts and things, to sign and execute all such documents, instruments and agreements and to
take all such steps as they may consider necessary, appropriate, desirable or expedient to give effect
to or in connection with the Agreement and all other matters incidental thereto.”

By Order of the Board
CAI Dongchen

Chairman

Hong Kong, 20 September 2007




LA A Y B

(1)

(2)

(3)

(4)

(5)

Any member entitled to attend and vole at the meeting is entitled to appoint more than one proxy to attend
and, on a poll, to vote instead of him. A proxy need not be @ member of the Company.

Where there are joint registered holders of any share, any one of such persons may vole at the meeting,
either personally or by proxy, in respect of such share as if he were solely entitled thereto, but if more than
one of such joint holders be present at the meeting personally or by proxy, that one of the said persons so
present whose name stands first on the register in respect of such share, shall alone be entitled to vote in
respect thereof,

A form of proxy for use at the meeting is enclosed.

To be valid, the form of proxy. together with the power of attorney or other autherity, if any, under which it
is signed or a certified copy of such power or authority, must be deposited at the registered office of the
Company at Room 3805, 38th Floor, Central Plaza, 18 Harbour Road. Wanchai, Hong Kong not less than 48
hours before the time appointed for holding the meeting or adjourned meeting. Completion and return of the
form of proxy will not preclude members from attending and voting in person al the meeting.

The Ordinary Resolution as set out above will be determined by way of a poll.

As at the date of this announcement, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Ji Jianming. Mr. Feng Zhenying, Mr. Chak Kin

Man, Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng; one non-executive direclor, namely Mr. Lee
Ka Sze, Carmelo and four independent non-executive directors, namely Mr, Huo Zhenxing, Mr. Qi Moujia,
Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.
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THE CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action to be taken, you
should consult your licensed securities dealer, bank manager, solicitor, professional accountant
or other professional adviser.

If you have sold or transferred all your shares in China Pharmaceutical Group Limited,
you should at once hand this circular to the purchaser or the transferee or to the bank, licensed
securities dealer or other agent through whom the sale or transfer was effected for transmission
to the purchaser or transferee.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this
circular, makes no representation as to its accuracy or completeness and expressly disclaims
any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or
any part of the contents of this circular.

@ PRERERESRAT
- China Pharmaceutical
Group Limited L

(Fncorporated in Hong Kong under the Companies Ordinance)””

{(Stock Code: 1093)

DISCLOSEABLE AND CONNECTED TRANSACTION

Independent financial adviser to the Independent Board Committee
and Independent Shareholders

b CIMB

CIMB-GK Securities (HK) Limited

A notice convening the Extraordinary General Meeting of China Pharmaceutical Group Limited
to be held at Room 3805, 38th Fleor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong
on Friday, 12 October 2007 at 10:00 a.m. is set out on pages 24 to 25 of this circular. Whether
or not you propose to attend the Meeting, you are requested to complete the accompanying
proxy form in accordance with the instructions printed thereon and return the same to the
registered office of the Company at Room 3805, 38th Floor, Central Plaza, 18 Harbour Road,
Wanchai, Hong Kong as soon as possible and in any event not less than 48 hours before the
time appointed for the holding of the meeting or any adjournment thereof.

Hong Kong, 20 September 2007
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DEFINITIONS

In this circular, the following expressions have the following meanings, unless the context

otherwise requires:

*Acquisition”

*Agreement”

“Announcement”

“associate”
“Board”

“Business Day”

“CCPpCL”

“CIMB-GK™

“Companies Ordinance”

“Company”

the acquisition by Zhonghe Pharmaceutical of the entire
equity interest in Zhongkang Sugar from the Vendors
pursuant to the Agreement

the conditional sale and purchase agreement dated 30
August 2007 entered into between Zhonghe
Pharmaceutical and the Vendors in relation to the
Acquisition

the announcement of the Company dated 30 August 2007
relating to the Acquisition

has the meaning ascribed to it in the Listing Rules

the board of Directors

a day (other than a Saturday or a Sunday) on which
licensed banks are generally open for business in Hong
Kong and the Stock Exchange is open for business of
dealing in securities

China Charmaine Pharmaceutical Company Limited, a
wholly-owned subsidiary of SPG incorporated in Hong
Kong

CIMB-GK Securities (HK) Limited, a licensed
corporation to carry out type | (dealing in securities),
type 4 (advising on securities) and type 6 (advising on
corporate finance} regulated activities under the SFO,
being the independent financial adviser to the
Independent Board Committee in respect of the

Acquisition

Companies Ordinance, Chapter 32 of the Laws of Hong
Kong

China Pharmaceutical Group Limited, a company
incorporated in Hong Kong with limited Lability, the
shares of which are listed on the Stock Exchange




DEFINITIONS

“Completion™

“Consideration™

“Director(s)”

“EGM”

“EGM Notice™

“Hong Yuan™

“Group”

“Guaranteed Profit”

“Hong Kong™

“Independent Board Committee’

“Independent Shareholders”

“Latest Practicable Date™

“Listing Rules™

L]

completion of the Acquisition pursuant to the Agreement

the consideration payable by Zhonghe Pharmaceutical to
the Vendors for the entire equity interest in Zhongkang
Sugar under the Agreement

the director(s} of the Company

an extraordinary general meeting of the Company to be
held to consider and, if thought fit, approve the
Acquisition

the notice convening the EGM as set on pages 24 to 25
of this circular

]t & AL D47 B8 22 R (Hebei Hong Yuan Chemical
Co. Limited), a company established in the PRC and
75% equity interest of which is owned by SPG and the
remaining 25% is owned by a wholly-owned subsidiary
of SPG

the Company and its subsidiaries

the guaranteed profit of RMB20,000.000 under the Profir
Guarantee

the Hong Kong Special Administrative Region of the
People’s Republic of China

an independent commitiee of the Board comprising the
independent non-executive Directors, namely Mr. Huo
Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr.
Chan Siu Keung. Lconard

Shareholders other than the SPG Group and its associates
17 September 2007. being the latest practicable date prior
to the printing of this circular for ascertaining certain

information contained herein

the Rules Governing the Listing of Securities on the
Stock Exchange




DEFINITIONS

“PRC™

"PRC GAAP”

“Profit Guarantee™

“SFO™

“Shareholder(s)”

“Shares™

..SpGu

“SPG Group”

“Stock Exchange”

“subsidiary”

“substantial shareholder”

“Vendors”

“Zhonghe Pharmaceutical”

“Zhongkang Sugar”

the People's Republic of China
the generally accepted accounting principles in the PRC

the profit guarantee provided by the Vendors to Zhonghe
Pharmaceutical as described under the paragraph headed
“Profit Guarantee™ in the Letter from the Board of this

circular

Securities and Futures Ordinance, Chapter 571 of the
Laws of Hong Kong

holder{s) of the Share(s)
shares of HK$0.10 each of the Company

Shijiazhuang Pharmaceutical Group Company Limited.
a limited liability company established in the PRC, the
controlling shareholder of the Company and beneficially
owned by Legend Holdings Limited

SPG together with its subsidiaries excluding the Group
The Stock Exchange of Hong Kong Limited

shall have the meaning ascribed to it under the Companies
Ordinance

shall have the meaning ascribed to it under the Listing
Rules

SPG and Hong Yuan

£ 8% 45 [ o R R BE (N 525) A7 BR Y F] (Shijiazhuang
Pharma Group Zhonghe Pharmaceutical (Inner Mongolia)
Co. Limited). a forcign investment company established
in the PRC and a wholly-owned subsidiary of the
Company

T BE A I o B8t b S B AT BR 4 ) (Shijiazhuang
Pharma Group Inner Mongolia Zhongkang Sugar Co.
Limited), a Hmited liability company established in the
PRC and 99% of equity interest of which 18 owned by
SPG and the remaining 1% is owned by Hong Yuan




DEFINITIONS

“HKS$” Hong Kong dollars, the lawful currency of Hong Kong
“RMB” Renminbi, the lawful currency of the PRC
“Ga” per cent

Unless otherwise specified in this circular, amounis denominated in RMB have been converted.
for the purpose of illustration only, into HK$ at the rate of RMBI1.00 = HK$/.03. No

representation is made that any amounts in HK$ or RMB can be or could have been converted

ar the relevant dates ar the above rate or any other rates at all.

English names of the PRC established companies in this circular are only translations of their
official Chinese names. In case of inconsistency, the Chinese names prevail.




LETTER FROM THE BOARD

L PENREEFEEHEA T
China Pharmaceutical
Group Limited

{Incorporated in Hong Kong under the Companies Ordinance)

{(Stock Code: 1093)

Execurive Directors: Registered Office:
CAI Dongchen Room 3805

YUE Jin 38th Floor

FENG Zhenying Central Plaza

JI Jianming 18 Harbour Road
CHAK Kin Man Wanchaui

PAN Weidong Hong Kong

LI Zhibiao

ZHANG Zheng

Non-executive Director:
LEE Ka Sze. Carmelo

Independent Non-executive Directors:
HUO Zhenxing

Q1 Moujia

GUO Shichang

CHAN Siu Keung, Leonard

20 September 2007
To the Shareholders
Dear Sir or Madam.,
DISCLOSEABLE AND CONNECTED TRANSACTION
l. INTRODUCTION
The Board reters to the announcement of the Company dated 30 August 2007 relating
to the Acquisition whereby the Board announced that on 30 August 2007, Zhonghe

Pharmaceutical. a wholly-owned subsidiary of the Company, entered into the Agreement

with SPG and Hong Yuan to acquire the entire equity interest in Zhongkang Sugar. The

Acquisition constitutes a discloseable and connected transaction of the Group.
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The purposes of this circular are: (i) to provide you with further information regarding
the Acquisition: (ii) to set out the letter of advice from CIMB-GK to the Independent
Board Committee and the Independent Shareholders in relation to the terms of the
Acquisition; {iii) to set out the recommendation and opinion of the Independent Board
Committee after taking into consideration of the advice of CIMB-GK in relation to the
terms of the Acquisition; and (iv) to give you notice of the EGM to consider and if
thought fit, to approve the resolution relating to the Acquisition at the EGM.

THE AGREEMENT
Date

30 August 2007

Parties
Vendors: SPG: and
Hong Yuan.
Purchaser: Zhonghe Pharmaceutical

Asset to be acquired

Subject to the terms and conditions of the Agreement, Zhonghe Pharmaceutical has
conditionally agreed to acquire 100 per cent. of the equity interest in Zhongkang Sugar.

Consideration

The Consideration amounts to RMB130,000,000 and shall be payable by Zhonghe
Pharmaceutical to the Vendors in cash from internal resources of the Group upon
Completion.

The Consideration was determined following arm’s length negotiations between all
parties to the Agreement. The Consideration of RMB130.000,000 represents a price
earnings multiple of 6.5 based on the Guaranteed Profit. In arriving at the Consideration,
the Board has made reference to the valuation of other companies listed on the Stock
Exchange which engaged in similar business as that of Zhongkang Sugar and considers
that the Consideration is comparable to the valuation of these comparable companies.
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Conditions precedent

Completion of the Agreement is conditional upon the fulfillment of the following
conditions:

(a)  Zhonghe Pharmaceutical having conducted a due diligence investigation in respect
of Zhongkang Sugar including but not himited to its business, legal aspects,
properties and accounts and Zhonghe Pharmaceutical being satisfied with the

results of such due diligence investigation;

{by the approval by the Independent Shareholders of the Agreement and the
transactions contemplated thereunder at an EGM to be held in accordance with
the requirements of the Listing Rules; and

(c)  (if required) all approvals and consents required for the Acquisition having been
obiained from governmental or regulatory authorities (including but not limited
to the Ministry of Commerce of the PRC Government).

In the event that not all the above conditions have been fulfilled within 3 months from
the date of the Agreement, i.e. 30 November 2007 (or by such later date(s) as the
parties Lo the Agreement may agree in writing). the Vendors and Zhonghe Pharmaceutical
may lerminate the Agreement. Save for condition (a) which can be waived by Zhonghe
Pharmaceutical, none of the conditions precedent can be waived by the parties to the
Agreement.

Completion

Completion shall take place on the thirticth day after the date on which all the conditions
of the Agreement have been fulfilled or such other date as shall be agreed between the
parties lo the Agreement. Upon Complction. Zhongkang Sugar will be indirectly wholly-
owned by the Company and its financial results will be consolidated in the financial
results of the Company.

Profit Guarantee

Pursuant to the Agreement, the Vendors have guaranteed to Zhonghe Pharmaceutical
that the audited net profit of Zhongkang Sugar for the year ending 31 December 2007
will not be less than RMB20.000.000 according to the generally accepted accounting
principles and standards in Hong Kong. In the event that such guarantee cannot be
fulfilled. the Vendors will reimburse Zhonghe Pharmaceutical with an amount equal to
the shortfall between the Guaranteed Profit and the actual net profit of Zhongkang
Sugar for the year ending 31 December 2007 times a multiple of 6.5 in cash. The

maximum amount to be reimbursed by the Vendors to Zhonghe Pharmaceutical 1s
RMB 130.000,000.
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Pursuant to the Agreement, the Vendors and Zhonghe Pharmaceutical shall, within 5
days from the date of the audited accounts of Zhongkang Sugar for the year ended 31
December 2007, confirm in writing the exact amount to be reimbursed by the Vendors
to Zhonghe Pharmaceutical. The Vendors shall reimburse Zhonghe Pharmaceutical within
10 days from the date of the confirmation, In the event such reimbursement is required
to be made by the Vendors, the invesiment cost in Zhongkang Sugar will be reduced by
the reimbursement so received and the related goodwill arising from the Acquisition
will be reduced accordingly in the consolidated financial statements of the Company.

The Company will make further announcement in the event that the Profit Guarantee is
not met. Details of the Profit Guarantee and the opinion from the independent non-
executive Directors as to whether the Vendors have fulfilled their obligations under the
Profit Guarantee will be included in the subsequent annual report of the Company.

INFORMATION ON ZHONGKANG SUGAR

Zhongkang Sugar is a company incorporated in the PRC established on 19 April 2004.
The total equity interest in Zhongkang Sugar is owned as to 99% by SPG and as to 1%
by Hong Yuan. Zhongkang Sugar is principally engaged in the manufacture and sale of
corn refined products (including liquid glucose and corn syrup). The Group has been
the largest customer of Zhongkang Sugar since its eslablishment.

According to the valuation report of Zhongkang Sugar prepared by an independent PRC
valuer based on depreciated replacement cost method, the net asset value of Zhongkang
Sugar as at 31 July 2007 was RMB84,044.816 (equivalent to approximately
HK$86,566,160).

According to the audited accounts of Zhongkang Sugar for the seven months ended 31
July 2007 prepared in accordance with PRC GAAP, its audited profit for the seven
months ended 31 July 2007 was RMB7,510,077 (equivalent to approximately
HK$7,735,379). The audited results of Zhongkang Sugar for the two years ended 31
December 2006 based on PRC GAAP are set out below:

For the financial year ended
31 December

2005 2006
RMB RMB
Net profit {loss) before taxation (956,084) 3,450,942
Net profit (loss) after taxation (956,084 3,450,942

Zhongkang Sugar will become a wholly-owned subsidiary of the Company upon
Completion and its results. assets and liabilities will be consolidated in the accounts of
the Group. In light of the premium of the Consideration over the net asset value of
Zhangkang Sugar as at 31 July 2007, a goodwill will be recognized. The goodwill will
be subject to the annual impairment review in accordance with the Hong Kong Financial

Reporting Standards.
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SHAREHOLDING STRUCTURE OF ZHONGKANG SUGAR TMMEDIATELY
PRIOR TO AND AFTER COMPLETION OF THE ACQUISITION

The following charts set out the corporate structure of Zhongkang Sugar immediately
prior to and after Completion:

Immediately prior to Completion

SPG
¢ 100%
50.284% cepeL - s o
¢0.642% i 25% 6
The Company Hong Yuan
100% i i 1% I
| Phamaeical
Immediately after Completion
SPG
50.284% i 100%
CCPCL
¢ i 0.642%
The Company

i 100%

Zhonghe Pharmaceutical

l 100%

Zhongkang Sugar




LETTER FROM THE BOARD

REASONS FOR AND BENEFITS OF THE ACQUISITION

The operations of Zhongkang Sugar are complementary and related to the business of
the Group. Almost all of the liquid glucose and corn syrup used by the production
plants of the Group in Inner Mongolia are sourced from Zhongkang Sugar. The amount
of purchases of liquid glucose and corn syrup by the Group from Zhongkang Sugar for
the two years ended 31 December 2006 amounted to approximately RMB89,926,000
(equivalent to approximately HK$92,623,780) and RMB159,333,000 (equivalent to
approximately HK$164,112,990) respectively.

The production site of Zhongkang Sugar is adjacent to the plants of the Group in Inner
Mongolia. In addition, Zhongkang Sugar is the only manufacturer in neighbouring area
that is capable of producing guality liquid glucose and corn syrup which meet the
quantity requirement of the plants of the Group in Inner Mongolia. Although there are
other corn refined product manufacturers in other areas of the PRC, sourcing from other
manufacturers would mean high production cost for the Group as it would need to incur
extra transportation costs to transporl the raw materials to the plants of the Group in
Inner Mongolia. Vertical integration as a result of the Acquisition will ensure a reliable
and efficient supply of high quality raw materials at lower cost.

As disclosed in the announcements of the Company dated 31 December 2004 and 21
February 2005 and the circular of the Company dated 24 January 2005, the Group
entered into continuing connected transactions with Zhongkang Sugar in relation to the
purchase of liquid glucose and corn syrup from Zhongkang Sugar for a period of 3
years from 1 January 2005 to 31 December 2007. These transactions were approved by
the independent Shareholders at the extraordinary general meeting of the Company held
on 21 February 2005. Upon completion of the Acquisition, these transactions will cease
to be continuing connected transactions of the Company. The number of existing
continuing connected transactions of the Group will be greatly reduced.

The Directors (including the independent non-executive Directors) consider that the
terms of the Acquisition have been negotiated on an arm’s length basis and on normal
commercial terms and the terms thereof are fair and reasonable and are in the best
interests of the Group and the Shareholders as a whole. The Board recommends that the
Independent Shareholders should vote in favour of the resolution as set out in the EGM
Notice.

LISTING RULES REQUIREMENTS

The Acquisition constitutes a discloseable transaction of the Company under the Listing
Rules as the applicable percentage ratios exceed 5% but are below 25%. As SPG and its
associates (as defined in the Listing Rules) beneficially own an aggregate of
approximately 50.926% of the issued share capital of the Company as at the Latest

— 10—
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Practicable Date. the Acquisition also constitutes a connected transaction of the Company
and is subject to the reporting, announcement and Independent Sharcholders’ approval

requirements.
INFORMATION ON THE COUNTERPARTIES

The principle activity of the Company is investment holding. The principle activities of
the subsidiaries of the Company are manufacture and sales of pharmaceutical products.

Hong Yuan is principally engaged in manufacture and sales of chemical products.

SPG is an enterprise established in the PRC and is an investment holding company.
SPG and its subsidiaries are primarily engaged in the manufacturing and trading of
pharmaceutical and chemical products. To the best knowledge of the Directors. the
Company has not entered into any prior transactions with SPG and its ultimate beneficial
owners which require aggregation under Rules 14.22 and 14A.25 of the Listing Rules.

PROCEDURES FOR DEMANDING A POLL

Pursuant to Article 73 of the Articles of Association of the Company, at any general
meeting resolutions put to the vote of the meeting shall be decided on a show of hands
unless a poll is (before or on the declaration of the results of the show of hands)
demanded:

(1) by the chairman of the meeting:

(b} by at least three members present in person or by proxy for the time being
entitled 1o vote at the meeting: or

(c) by any member or members present in person or by proxy and representing not
less than one-tenth of the total voting rights of all the members having the right
to vote at the meeting: or

(d) by any member or members present in person or by proxy and holding Share
conferring a right to vote at the meeting being Shares on which an aggregate sum
has been paid up equal to not less than one-tenth of the total sum paid up on all
the shares conferring that right,

EXTRAORDINARY GENERAL MEETING

Set out on pages 24 to 25 of this circular is the notice convening the EGM at which

ordinary resolution will be proposed to approve the Acquisition.

11—
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10.

11.

SPG, being the controlling Shareholder, beneficially owning approximately 50.926% of
the share capital of the Company at the Latest Practicable Date, and its associates will
abstain from voting on the resolutions approving the Acquisition to be proposed at the
EGM.

The votes to be taken at the EGM will be taken by poll, an announcement of the results
of which will be published on the Business Day following the EGM.

ACTION TO BE TAKEN

A proxy form for use at the EGM is enclosed herein. Whether or not you intend to
attend the EGM, you are requested to complete the proxy from and return it to the
registered office of the Company at Room 3805, 38th Floor, Central Plaza, 18 Harbour
Road, Wanchai, Hong Kong in accordance with the instructions printed thereon not less
than 48 hours before the time appointed for holding the EGM. Delivery of a proxy form
will not preclude Shareholders from attending and voting in person at the EGM if they

so wish,
RECOMMENDATION

Your attention is drawn to the letter from the Independent Board Committee set out on
page 13 of this circular which contains its recommendation to the Independent
Shareholders. The Independent Board Committee, having taken into account the advice
of CIMB-GK, considers that the terms of the Acquisition are on normal commercial
terms in the ordinary and usual course of business of the Group and are in the interest
of the Company and the Shareholders as a whole and are fair and reasonable so far as
the Independent Shareholders are concerned. Accordingly, the Independent Board
Committee recornmends that the Independent Shareholders should vote in favour of the
resolution as set out in the EGM Notice.

Your attention is also drawn to the additional information set out in the appendix to this
circular.

By Order of the Board

CAI Dongchen
Chairman

—_ 12—
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The following is the text of a letter of recommendation from the Independent Board Committee

which has been prepared for the purpose of inclusion in this circular.

L PERESEE SR T
China Pharmaceutical
Group Limited

{Incorporated in Hong Kong under the Companies Ordinance)

{Stock Code: 1093)

20 September 2007
To the Independent Shareholders

Dear Sir or Madam,
DISCLOSEABLE AND CONNECTED TRANSACTION

We refer to the circular of the Company dated 20 September 2007 (the “Circular™) to the
Shareholders, of which this letter forms part. Terms defined in the Circular have the same

meanings in this letter unless the context requires otherwise.

We have been appointed by the Board as the Independent Board Commilttee to advise you as
to whether. in our opinion, the terms of the Acquisition are fair and reasonable so far as the
Independent Shareholders are concerned.

CIMB-GK has been appointed by the Company as the independent financial adviser to advise
the Independent Board Committee and the Independent Shareholders in respect of the
Acquisition. Details of its advice, together with the principal factors taken into consideration
in arriving at such, are set out in its letter on pages 14 to 18 of the Circular.

Your attention is drawn to the letter from the Board set out on pages 5 to 12 of the Circular
and the general information set out in the appendix.

Having taken into account the terms of the Acquisition, and the advice given by CIMB-GK,
we consider that the terms of the Acquisition are on normal commercial terms in the ordinary
and usual course of business of the Group and are in the interests of the Company and the
Shareholders as a whole and are fair and reasonable so far as the Independent Shareholders
are concerned. Accordingly. we recommend the Independent Shareholders to vote in favour of
the resolution approving the Acquisition to be proposed at the EGM.

Yours faithfully,
HUO Zhenxing
Q1 Moujia
GUO Shichang
CHAN Siu Keung, Leonard
Independent Board Committee
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The following is the text of a letter of advice to the Independent Board Commitiee and the
Independent Shareholders from CIMB-GK prepared for the purpose of incorporation in this

circular:

bJ CIMB

CIMB-GK Securities (HK) Limited

25/F., Central Tower
28 Queen’s Road Central
Hong Kong

20 September 2007

To the Independent Board Committee and the Independent Shareholders of

China Pharmaceutical Group Limited

Dear Sirs,
DISCLOSEABLE AND CQNNECTED TRANSACTION

We refer to our engagement as the independent financial adviser to advise the Independent
Board Committee and the Independent Shareholders in respect of the Agreement and the
transactions contemplated thereunder, details of which are set out in the letter from the Board
as contained in the circular of the Company, to the Shareholders dated 20 September 2007 (the
“Circular™). of which this letter forms part. Capitalised terms used in this letter shall have the

same meanings as those defined in the Circular unless the context otherwise requires.

An independent board committee comprising Messrs. Huo Zhenxing, Qi Moujia, Guo Shichang
and Chan Siu Keung. Leonard , being the independent non-executive Directors, has been
formed 10 advise the Independent Shareholders in relation to the Agreement. Any vote of the
Independent Sharcholders at the EGM shall be taken by poll. SPG with a material interest in
the Agreement and its respective associates will abstain from voting in relation to the resolution
approving the Agreement and the transactions contemplated thereunder.

In formulating our recommendation, we have relied on the information and facts contained or
referred to in the Circular. We have also assumed that the information and representations
contained or referred to in the Circular were true and accurate at the time they were made and
continue to be so at the date of the dispatch of the Circular. We consider that we have
reviewed sufficient information and documents to satisfy ourselves that we have a reasonable
basis to assess the fairness and reasonableness of the terms of the Agreement in order to reach
an informed view. to justify reliance on the accuracy of the information contained in the
Circular and 1o provide a reasonable basis for our recommendation.

— 14—
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We have no reason to doubt the truth, accuracy and completeness of the information and
representations provided to us by the Directors. We have also been advised by the Directors
and believe that no material facts have been omitted from the Circular. We have not. however.
conducted an independent verification of the information nor have we conducted any form of
in-depth investigation into the businesses and affairs or the prospects of the Company or
Zhongkang Sugar or any of its respective subsidiaries or associates.

PRINCIPAL FACTORS CONSIDERED

In arriving at our opinion on the Agreement, we have considered the following principal

factors and reasons:
Background and reasons

The Group is principally engaged in the manufacture and sale of pharmaceuticul products.
Pursuant to the Agreement, Zhonghe Pharmaceutical has agreed to acquire from the Vendors
the 100% equity interest in Zhongkang Sugar. Zhongkang Sugar is principally engaged in the

manufucture and sale of corn refined products (including liquid glucose and corn syrup).

We noted from the announcements of the Company dated 31 December 2004 and 21 February
2005 and the circular of the Company dated 24 January 2005 that the Group has been purchasing
liquid glucose and corn syrup from Zhongkang Sugar, whereby such transactions constituted
connected transactions and relevant annual caps for up to the year ending 3| December 2007
have been approved by the Independent Sharcholders on 21 February 2005. The audited
results of Zhongkang Sugur for the two years ended 31 December 2006 and the audited results
for the seven months ended 31 July 2007 based on the generally accepted accounting principles
in the PRC are set out below:

For the seven

Year ended Year ended months ended

31 December 31 December 31 July

2005 2006 2007

(Audited) (Audited) (Audited)

RMB RMB RMEB

Net profit (loss) before taxation (956.084) 3.450.942 7.510.077
Net profit (loss) after 1axation (956,084) 3,450,942 7.510.077

— 15—
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We have been advised by the Directors that the operations of Zhongkang Sugar are
complementary and related to the business of the Group, as evidenced by the existing continuing
connected transactions. Almost all of the liquid glucose and corn syrup used by the production
plants of the Group in Inner Mongolia are sourced from Zhongkang Sugar. The amount of
purchases of liquid glucose and corn syrup by the Group from Zhongkang Sugar for the (two
years ended 31 December 2006 amounted to approximately RMB89,926,000 (equivalent to
approximately HK$92,623,780) and RMB159,333,000 (equivalent to approximately
HK$164,112,990) respectively. We understand from the Directors that the substantial increase
in the performance of Zhangkang Sugar in the first seven months ended 31 July 2007 was due
to the increase in the production capacity and production efficiency of Zhangkang Sugar. We
note that pursuant to the Agreement, the Vendors have guaranteed to Zhonghe Pharmaceutical
that the audited net profit of Zhongkang Sugar for the year ending 31 December 2007 will not
be less than RMB20 million (the “Guaranteed Profit™) according to the generally accepted
accounting principles and standards in Hong Kong.

The Directors advised that the production site of Zhongkang Sugar is adjacent to the plants of
the Group in Inner Mongolia, and Zhongkang Sugar is the only manufacturer in neighbouring
area that is capable of producing quality liquid glucose and corn syrup which meet the quantity
requirement of the plants of the Group in Inner Mongolia. We understand from the Directors
that to source from other manufacturers outside Inner Mongolia would mean higher production
cost for the Group as it would need to incur extra transportation costs to transport the raw
materials to the plants of the Group in Inner Mongolia. In this regard, we concur with the
views of the Directors that vertical integration as a result of the Acquisition will ensure a
more reliable and efficient supply of high quality raw materials at lower cost to the Group.

We also noted that upon Completion, all existing transactions between the Group and Zhongkang
Sugar will cease to be continuing connected transactions of the Company and the number of
existing continuing connected transaction of the Group will be greatly reduced,

In view of the foregoing, in particular the fact that the Group has been sourcing raw materials
from Zhongkang Sugar for the Group’s production since its establishment and that Zhongkang
Sugar is capable of producing quality products to the Group, we consider that entering into of
the Agreement is in the interest of the Company and the Shareholders as a whole.

The Consideration

The consideration (the “Consideration”) of RMB130 million was determined following arm’s
length negotiations between all parties to the Agreement and represents a price-to-earnings
multiple (“PER”) of 6.5 times the Guaranteed Profit. The Consideration also represents
approximately 1.5 times the net asset value of Zhongkang Sugar as at 31 July 2007 of
approximately RMB84.0 million.




LETTER FROM THE INDEPENDENT FINANCIAL ADVISER

In assessing the fairness of the Consideration. we have. to our best efforts, identified and
review two comparable companies listed on the Main Board of the Stock Exchange whose
principal business is engaged in similar business as those of Zhongkang Sugar (the “Listed
Comparables™). The following table sets out the comparison between the Consideration with
those of the Listed Comparables:

(Discount)/
premium of the
Market PER based on closing price to

Name of the capitalisation 2006 results net asset value
Listed Comparables (HK$ in million) (“PER”) (times) per share (times)
(Note 1) {Note 2) (Note 2}

Global Bio-Chem Technology

Group Co.. Lud 71.814.5 15.6 1.5
Xiwang Sugar Holdings Limited 3251.8 11.2 2.7
The Acquisition 6.5 1.5

(note 3) (note 4)
Nutes:

1. Calculated based on the closing price of the shares of the Listed Comparables as of the Last Trading Day.

2. Calculated based on the closing price of the shares of the Listed Comparables as of the Last Trading Day
and their respective latest annual/interim report.

3. Calculated based on the Consideration and the Guaranteed Profit,

4, Calculited based on the Consicderation and the net asset value of Zhangkang Sugar as at 31 July 2007,

As noted from the table above, the PER and the price to net asset value as implied under the
Acquisition are comparable with those of the Listed Comparables. Although the PER of 6.5
times as implied under the Acquisition is based on the Guaranteed Profit, in the event that
such guarantee cannot be fulfilled. the Vendors will reimburse Zhonghe Pharmaceutical with
an amount in ¢ash equal to the shortfall between the Guaranteed Profit and the actual net
profit of Zhongkang Sugar for the year ending 31 December 2007 times the same multiple of
6.5.

Having taken into account the above. we consider that the Consideration is fair and reasonable

so far as the Company and the Independent Shareholders are concerned.

e 17 e




LETTER FROM THE INDEPENDENT FINANCIAL ADVISER

POSSIBLE FINANCIAL EFFECT
Earnings and net asset value

Zhongkang Sugar will become a wholly owned subsidiary of the Company upon Completion
and its profit as well as asset base will be consolidated into the Group. In light of the premium
of the Consideration over the net asset value of Zhangkang Sugar as at 31 July 2007, a
goodwill will be recognized. The Directors advised that the goodwill will be subject to the
annual impairment review in accordance with the Hong Kong Financial Reporting Standards.

Working capital

Based on the interim results of the Group for the six months ended 30 June 2007, the cash and
bank balances of the Group as at 30 June 2007 amounted to approximately RMB406.5 million.
The Directors consider that notwithstanding the payment of the Consideration. the Group
would have sufficient working capital to meet its business operations following Completion.

RECOMMENDATION

Having considered the principal factors and reasons referred to the above, we consider that
the Agreement and the transactions contemplated thereunder are in the interests of the Company
and the Shareholders as a whole and the terms thereofl are fair and reasonable so far as the
Company and the Independent Shareholders are concerned. Accordingly, we advise the
Independent Board Committee to recommend the Independent Shareholders to vote in favour
of the ordinary resolution to be proposed at the EGM to approve the Agreement and the
transactions contemplated thereunder.

Yours faithfully,
For and on behalf of
CIMB-GK Securities (HK) Limited
Alex Lau Flavia Hung

Executive Vice President Senior Vice President




APPENDIX GENERAL INFORMATION

1. RESPONSIBILITY STATEMENT

This circular includes particulars given in compliance with the Listing Rules for the
purpose of giving information with regard to the Group. The Directors collectively and
individually accept full responsibility for the accuracy of the information contained in
this circular and confirm. having made all reasonable enquiries, that to the best of their
knowledge and belief. there are no other facts not contained herein the omission of
which would make any statement contained in this circular misleading,

2. DISCLOSURE OF DIRECTORS’ INTEREST

As at the Latest Practicable Date, the interests and short positions of the Directors and
the chief executive of the Company in the Shares and debentures of the Company or the
shares and debentures of any associated corporation of the Company (within the meaning
of Part XV of the SFO) which were required pursuant to: (a) Divisions 7 and 8 of Part
XV of the SFO. to be notified to the Company and the Stock Exchange; or (b) section
352 of Part XV of the SFO, to be entered in the register referred to therein: or (c) the
Model Code for Securities Transactions by Directors of Listed Companies, to be notified
to the Company and the Stock Exchange, were as follows:

Interests and short positions in Shares, underlying shares and debentures of the

Company
Approximate
Number percentage of
of issued the issued share
ordinary  Long/short capital of
Name of Director  Capacity shares held  position the Company
Cai Dongchen Beneficial Owner 2.000.000 Long 0.13%
Chak Kin Man Beneficial Owner 4000 Long 0.00026%

Save as disclosed above, as at the Latest Practicable Date, there was no outstanding
share options or derivative instruments granted to the Directors and none of the Directors
and the chief executive of the Company had any interest or short positions in the Shares
or underlying Shares or interest in debentures of the Company or its associated
corporations {within the meaning of Part XV of the SFO} which were required to be
notified to the Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part
XV of the SFO (including interests or short positions which they are taken or deemed to
have under such provisions of the SFO) or which were required, pursuant to section 352
of the SFO. to be entered in the register referred to therein, or which were required,
pursuant to the Model Code for Securities Transactions by Directors of Listed Companies,

to be notified to the Company and the Stock Exchange.
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None of the Directors or CIMB-GK has any direct or indirect interest in any assets
which have since 31 December 2006 (being the date which the latest published audited
financial statements of the Company were made up) been acquired or disposed of by or
leased to any member of the Group.

None of the Directors is materially interested in any contract or arrangement entered
subsisting at the Latest Practicable Date which is significant in relation to the business
of the Group.

SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date the following persons (other than Directors or the
chief executive of the Company), so far as is known to any Director, were directly or
indirectly interested in 3% or more of the nominal value of any class of share capital
carrying rights to vote in all circumstances at general meetings of the Company:

Approximate

percentage of the

Name of substantial Number of issued share capital

shareholder Capacity Shares held of the Capital

BUERARA A Interest of a controlled 783,316,161 50.93%
(Legend Holdings Limited) corporation {Note)

B AL 478 B A PR Y Interest of a controlled 783,316,161 50.93%
T L5 corporation {Nate)

(Employees’ Shareholding
Society of Legend
Holdings Ltd)

SPG Beneficial owner and 783,316,161 50.93%
conirolled corporation {Note)

Note: In respect of the 783,316,161 Shares, 773,436,399 Shares are held by SPG and 9,879,762 Shares
are held by CCPCL, a wholly-owned subsidiary of SPG. The entire shareholding interest of SPG is
held by Legend Holdings Limited as at the Latest Practicable Date.

Save as disclosed, so far as are known to the Directors, there is no person who had an
interest or short position in the Shares or underlying Shares which would fall to be
disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of the
SFO, or was directly or indirectly interested in 10% ar more of the nominal value of
any class of share capital carrying rights to vote in all circumstances at general meetings
of the Company or any of its subsidiaries or held any option in respect of such capital.
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4. EXPERT AND CONSENT

The following is the qualification of the expert who has given opinion or advice which

is contained in this circular:
Name Qualification
CIMB-GK a licensed corporation for carrying out type 1 (dealing in

securities), type 4 (advising on securities} and type 6 (advising on
corporate finance) regulated activities under the SFO

CIMB-GK has given and has not withdrawn its written consent to the issue of this
circular with the inclusion of its letter and references to its name in the form and
context in which they appear.

CIMB-GK is not beneficially interested in the share capital of any member of the Group
nor has any right, whether legally enforceable or not, to subscribe for or to nominate

persons to subscribe for securities in any member of the Group.
5. MATERIAL ADVERSE CHANGE

As at the Latest Practicable Date, the Directors are not aware of any material adverse
change in the financial or trading position of the Group since 31 December 2006, the
date to which the latest published audited financial statements of the Group were made

up.
6. SERVICE CONTRACTS

As at the Latest Practicable Date, none of the Directors had entered into a service
contract with any member of the Group which does not expire or is not terminable

within one year without payment of compensation (other than statutory compensation).
7. COMPETING INTERESTS

As at the Latest Practicable Date, none of the Directors or their associates has any
interest in a business which competes or may compete with the business of the Group.

8. GENERAL

(a)  The registered office of the Company is at Room 3805, 38th Floor, Central Plaza,
18 Harbour Road, Wanchai, Hong Kong.

(b}  The company secretary of the Company is Mr. Lee Ka Sze, Carmelo, a solicitor
in Hong Kong.




APPENDIX GENERAL INFORMATION

{(¢c) The qualified accountant of the Company is Mr. Chak Kin Man, CPA.

(d) The share registrar and transfer office of the Company is Tricor Secretaries
Limited, 26th Floor, Tesbury Centre, 28 Queen’s Road East, Hong Kong.

(e) Mr. Lee Ka Sze, Carmelo, one of the Directors, is a partner of Woo Kwan Lee &
Lo, legal adviser of the Company with respect to Hong Kong law in connection
with the Acquisition, which firm will receive normal professional fees.

(f)  The English text of this circular shall prevail over the Chinese text.
9. LITIGATION

As disclosed in the announcement of the Company dated 22 February 2005, the Company
and one of its subsidiaries were named as, among others, defendants in a number of
antitrust comptlaints filed in the United States. It is alleged that certain manufacturers of
vitamin C in the PRC have since at least December 2001 conspired to control prices and
volumes of exports of vitamin C to the United States and elsewhere in the world and
that as such have been in violation of the antitrust laws of the United States. It is also
alleged in the antitrust complaints that the purchasers of vitamin C in the United States
paid more for vitamin C than they would have paid in the absence of the alleged
conspiracy and, therefore, suffered losses. The plaintiffs purported to bring these cases
on behalf of direct purchasers under federal antitrust laws of the United States and
indirect purchasers under various state antitrust laws. The plaintiffs (purportedly as
representatives of classes of similar plaintiffs) seek treble unspecified damages and
other relief. Subsequent to the above-mentioned announcement, there were some other
complaints with the same nature as the antitrust complaints in the United States. As at
the Latest Practicable Date, four antitrust complaints have been served on the Company
and three antitrust complaints have been served on the subsidiary in different courts.
The legal adviser of the Group has successfully consolidated all such cases to be heard
in the Federal Court of New York.

On 3 May 2006, the first court meeting was held before a judge of the U.S. District
Court for the Eastern District of New York and legal advisers of the defendants and
plaintiffs. In February 2007, the direct purchaser plaintiff amended its claim and requested
that only direct purchasers of the vitamin C who had not entered into any agreements
containing arbitration clauses could be part of the class of purchasers it sought to
represent. On 5 June 2007, the court heard the defendants’ molions to dismiss based on
the legal principles of act of state, foreign sovereign compulsion and international
comity. The court has taken those motions under advisement and it is not known when a
ruling will be forthcoming.

I 1,




APPENDIX GENERAL INFORMATION

10,

Submissions concerning whether the direct purchaser case may proceed as a class action
took place in May 1o August 2007. According to the latest timetable fixed by the court,
fact discovery is scheduled to be concluded by 29 February 2008, expert discovery is
scheduled to be concluded by 19 September 2008 and a pre-trial hearing will be held on
11 November 2008. The action is still in the stage of class discovery.

The Directors and management of the Company intend to contest the claims set out in
the antitrust complaints vigorously. The outcome of the antitrust complaints cannot be
reliably estimated with reasonable certainty at this stage.

Save as disclosed above, as at the Latest Practicable Date. no member of the Group was
engaged in any litigation or arbitration of material importance and no litigation or claim
of material importance was known to the Directors to be pending or threatened by or
against any member of the Group.

DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents will be available for inspection during normal business
hours at Room 3805. 38th Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong
up to and including the date of the EGM:

(a)  the memorandum and articles of association of the Company:

(b) the Agreement;

{c)  the letter of recommendation from the Independent Board Committee. the text of
which is set out on page 13 of this circular;

(d)  the letter issued by CIMB-GK, the text of which is set out on pages 14 to 18 of
this circular: and

(e)  the written consent of CIMB-GK referred to in paragraph 4 in this appendix.




NOTICE OF THE EXTRAORDINARY GENERAL MEETING

L PERFEESEFRE AT
- China Pharmaceutical
Group Limited

(Incorporated in Hong Kong under the Companies Ordinance)

(Stock Code: 1093)

NOTICE IS HEREBY GIVEN that an extraordinary general meeting (the “Meeting”) of the
shareholders of CHINA PHARMACEUTICAL GROUP LIMITED (the “Company”) will be
held at Room 3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong on
Friday, 12 October 2007 at 10:00 a.m. for the purpose of considering and, if thought fit,

passing (with or without modifications) the following resolution as an ordinary resolution of

the Company:

ORDINARY RESOLUTION

“THAT:

(a)

(b)

the agreement dated 30 August 2007 entered into between Shijiazhuang Pharmaceutical
Group Company Limited and i 4t 2 iR k. T4 [ 4% &) (Hebei Hong Yuan Chemical
Co. Limited) as vendors (together the “Vendors™) and {3 28 5 [ 7 7K f 2% (A 35 15)
4 BR %% ] (Shijiazhuang Pharma Group Zhonghe Pharmaceutical (Inner Mongolia) Co.
Limited) (“Zhonghe Pharmaceutical”), a wholly-owned subsidiary of the Company, as
purchaser (a copy of which is produced to the Meeting marked “A” and signed by the
chairman of the Meeting for the purpose of identification, the “Agreement”) whereby,
among others, Zhonghe Pharmaceutical conditionally agreed to acquire the entire equity
interest in f7 4 BN 3 PHIHE ¥ A M4 A (Shijiazhuang Pharma Group Inner
Mongolia Zhongkang Sugar Co. Limited), be and is hereby approved, confirmed and
ratified and the transactions contemplated thereunder be and are hereby approved;

the directors of the Company be and are hereby authorized for and on behalf of the
Company to do all such acts and things, to sign and execute all such documents,
instruments and agreements and to take all such steps as they may consider necessary,
appropriate, desirable or expedient to give effect to or in connection with the Agreement
and all other matters incidental thereto.”

By Order of the Board
CAI Dongchen
Chairman

Hong Kong, 20 September 2007
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Notes:

(n

(2

3

4)

(5

Any member entitled to attend and vote at the meeting is entitled to appoint more than enc proxy to attend
and, on a poll. to vote instead of him, A proxy need not be a member of the Company.

Where there are joint registered holders of any share, any one of such persons may vote at the meeting,
either personally or by proxy. in respect of such share as if he were solely entitled therete, but if more than
one of such joint holders be present at the meeting persenally or by proxy, that one of the said persons so
present whose name stands first on the register in respect of such share, shall alone be entitled to vote in
respect thereof.

A form of proxy for use at the meeting is enclosed.

To be valid, the form of proxy, together with the power of attorney or other authority, if any, under which
it 1s signed or a certified copy of such power or authority, must be deposited at the registered office of the
Company at Room 3805, 38th Floor, Central Plaza, 18 Harbour Read, Wanchai, Hong Kong not less than
48 hours before the time appointed for holding the meeting or adjourned meeting. Completion and return of

the form of proxy will not preclude members from attending and voting in person at the meeting.

The Ordinary Resolution as set out above will be determined by way of a poll.
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@ PERESEFRLT

China Pharmaceuticat B
Group Limited Tt .,
{Incorporated in Hong Kong under the Companies Ordinance) h R

(Stock Code: 1093)

ANNOUNCEMENT IN PURSUANCE OF RULE 13.18

In accordance with the requirements under rule 13.18 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited. the Board of Directors of China Pharmaceutical Group
Limited (the “Company™) announces certain details of a loan agreement entered into between a syndicate
of banks (the “Banks™) and the Company on September 28, 2007.

By a loan agreement dated September 28, 2007 (the “Loan Agreement™) entered into between the Banks and
the Company, a facility in the aggregate amount of HK$300.000,000 (the “Facility”) is made available by the
Banks to the Company subject to and in accordance with the terms and conditions therein contained. The
Facility s a term loan facility with a tenor of 4 years from September 28, 2007. Under the Loan Agreement.
it will be an event of default if Shijiazhuang Pharmaceutical Group Company Limited, the controlling
shareholder of the Company, ceases to own, directly or indirectly, at least 40% of the voting share capital
in the Company and in which event the Facility may become immediately repayable. The Company intends
to use the Facility to refinance its existing indebtedness and for its general working capital.

By Order of the Board
Cai Dongchen
Chairman

Hong Kong, September 28, 2007

As at the date of this announcement, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man,
Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng: one non-executive director, namely Mr. Lee Ka

ze, Carmelo and four independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi Moujia,
Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.
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China Pharmaceutical
Group Limited

{Incorporated in Hong Kong under the Companies Qrdinance}

(Stock Code: 1093)

EXTRAORDINARY GENERAL MEETING
HELD ON 12 OCTOBER 2007
POLL RESULTS

At the extraordinary general meeting of the Company held on 12 October 2007, the ordinary resolution
to approve the Acquisition was duly passed by the Independent Shareholders by way of poll.

Reference is made to the circular of China Pharmaceutical Group Limited dated 20 September 2007 (the
“Circular™) in relation to the Acquisition. Unless otherwise defined. terms used in this announcement shall
have the same meanings as defined in the Circular.

The Board is pleased to announce that at the EGM held on 12 October 2007, the ordinary resolution
proposed to approve the Acquisition (the “Ordinary Resolution”) was duly passed by the Independent
Shareholders by way of poll. The Company’s share registrar, Tricor Secretaries Limited, was appointed as
scrutineer of the vote-taking at the EGM.

The poll result in respect of the Ordinary Resolution passed at the EGM was as follows:

No. of Votes {%)
For Against

(Note)

Ordinary Resolution

To approve the Acquisition 241,392,906 {100%) 0 (0%)

Note: The full text of the Ordinary Resolution is set out in the EGM Notice.
The resolution was duly passed as an ordinary resolution.

As at the date of the EGM. the total number of issued shares of the Company was 1,538,124.661 Shares.
In view of the interests of SPG in the Acquisition, SPG and its associates (as defined in the Listing Rules)
who beneficially own an aggregate of 783,316,161 Shares, representing approximately 50.93% of the issued
share capital of the Company, abstained from voting on the Ordinary Resolution. The total number of
Shares entitling the Independent Shareholders to attend and vote for or against the Ordinary Resolution
at the EGM was 754.808.500 Shares, representing approximately 49.07% of the Company’s total number
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vote against the Ordinary Resolution.

By Order of the Board
Cai Dongchen
Chairman

Hong Kong, 12 October 2007

As at the date of this announcement, the board of directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenving, Mr. Ji Jianming, Mr. Chak Kin Man,
Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng, one non-executive director, namely Mr. Lee Ka
Sze, Carmelo and four independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Oi Moujia,
Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard,
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announcement, makes no representation as (o its accuracy or completeness and expressly disclaims any
liability whatsoever for any loss however arising from or in reliance upon the whole or any part of the
conlents of this announcement,

&' PERNEEEFR AT
China Pharmaceutical B
Group Limited o '

(Incorpurated in Hong Kong under the Compunies Ordinance : K

(Stock Code: 1093)
ANNOUNCEMENT

CONTINUING CONNECTED TRANSACTIONS -

Reference is made to the announcement of the Company dated 31 December 2004 and the circular of
the Company dated 24 January 2005 setting out, inter alia, particulars of the continuing connected
transactions in relation to the purchase of chemical products by each of Hebei Zhongrun and
Zhonghe Pharmaceutical from Hong Yuan for a period of three years commencing from | January
2005 under the Zhonghe Agreement and the Zhongrun Agreement.

The Zhonghe Agreement and the Zhongrun Agreement will terminate on 31 December 2607. On 29
November 2007, Heibei Zhongrun and Hong Yuan entered into the New Zhongrun Agreement and
Zhonghe Pharmaceutical and Hong Yuan cntered into the New Zhonghe Agreement in relation to
purchase of chemical products.

As SPG and its associates {as defined in the Listing Rules) beneficially own an aggregate of
approximately 50.93% of the issued share capital of the Company. transactions between each of
the subsidiaries of the Company as mentioned above and Hong Yuan of the SPG Group constitute
connected transactions for the Company under the Listing Rules. Furthermore, the Continuing
Connected Transactions constitute non-exempt continuing connected transactions of the Company
under Rule 14A.35 of the Listing Rules and are subject to the disclosure requirements under Rules
14A.45 and 14A.47 of the Listing Rules and the approval of the Independent Shareholders under Rule
14A 48 of the Listing Rules.

The Independent Board Committee will be formed to consider and advise the Independent
Shareholders on the terms of the Continuing Connected Transactions and the Caps, and will appoint
an independent financial adviser to advise the Independent Board Committee. A circular containing,
among other things. details of the Continuing Connected Transactions, the recommendation of the
Independent Board Committee, an advice of the independent financial adviser together with a notice
to convene the EGM to approve the Continuing Connected Transactions and the Caps will be issued
to the Shareholders as soon as practicable.

SPG. being the controlling Shareholder and its associates will abstain from voting on the resolutions
approving the Continuing Connected Transactions and the Caps to be proposed at the EGM.




DACKNORUUND

Reference is made to the announcement of the Company dated 31 December 2004 and the circular of
the Company dated 24 January 2005 setting out, inter alia, particulars of the continuing connected
transactions in relation to the purchase of chemical products by each of Hebei Zhongrun and Zhonghe
Pharmaceutical from Hong Yuan for a period of three years commencing from 1 January 2005 under
the Zhonghe Agreement and the Zhongrun Agreement. The Zhonghe Agreement and the Zhongrun
Agreement were approved by the Shareholders at the extraordinary general meeting of the Company held
on 21 February 2005.

The Zhonghe Agreement and the Zhongrun Agreement will terminate on 31 December 2007,

On 29 November 2007, Heibei Zhongrun and Hong Yuan entered into the New Zhongrun Agreement
and Zhonghe Pharmaceutical and Hong Yuan entered into the New Zhonghe Agreement in refation to
purchase of chemical products.

CONTINUING CONNECTED TRANSACTIONS
(i} Purchase of chemical products by Hebei Zhongrun

Parties: (1) Hebei Zhongrun
(2) Hong Yuan

For the period from 1 January 2005 to the date of this announcement, Hebei Zhongrun purchased
chemical products from Hong Yuan under the Zhongrun Agreement. The amount of purchases
of chemical products by Heibei Zhongrun from Hong Yuan for the two financial years ended
3] December 2006 and the nine months ended 30 September 2007 amounted to approximately
RMB56,294,000 (cquivalent to approximately HK$57,983.000), RMB68,098,000 (equivalent to
approximately HK$70,141,000) and RMB47,564,000 (equivalent to approximately HK$48,991,000)
respectively.

(i) Purchase of chemical products by Zhonghe Pharmaceutical

Parties: (1) Zhonghe Pharmaceutical
(2) Hong Yuan

For the period from 1 January 2005 to the date of this announcement, Zhonghe Pharmaceutical
purchased chemical products from Hong Yuan under the Zhonghe Agreement. The amount of
purchases of chemical products by Zhonghe Pharmaceutical from Hong Yuan for the two financial
years ended 31 December 2006 and the nine months ended 30 September 2007 amounted to
approximately RMB22,739.000 (equivalent to approximately HK$23.421,000). RMB49,463,000
(equivalent to approximately HK$50.947,000) and RMB47,807,000 (equivalent to approximately
HK $49,241,000) respectively.




‘The amount of purchases Oof chemical products by the Group Irom inc o>l uroup lor the
two financial years ended 31 December 2006 and the nine months ended 30 September 2007
amounted to approximately RMB79.033,000 (equivalent to approximately HK$81.404,000),
RMB117,561,000 (equivalent to approximately HK$121,088,000) and RMB95,371,000 (equivalent to
approximately HK$98,232,000) respectively. The annual caps under the Zhonghe Agreement and
Zhongrun Agreement for the three financial years ended 31 December 2007 are HK$147,840,000,
HK$206,080,000 and HK $236,992,000 respectively.

Conditional upon the requisite resolution being passed by the Independent Shareholders at the
EGM approving the Continuing Connected Transactions and the Caps, each of Hebei Zhongrun
and Zhonghe Pharmaceutical wili purchase from Hong Yuan chemical products including but
not limited to D(-) parahydroxy phenylglycine dane salt and D(-) phenylglycine dane salt as raw
materials for the production of antibiotics including but not limited to amoxicillin, ampicillin and
ampicillin sodium. The purchase prices of such products to be paid by the Group to Hong Yuan
will be reached after arm’s length negotiation between the Group and Hong Yuan by reference to
market price either on normal commercial terms or, if there is no available comparison, on terms
no less favourable than those which may be obtained by the Group from Independent Third Parties.
The term of each of the New Zhonghe Agreement and the New Zhongrun Agreement is three years
from 1 January 2008 to 31 December 2010.

PROPOSED ANNUAL CAPS

For each of the three financial years ending 31 December 2010, the proposed maximum aggregate value
for the Continuing Connected Transactions are as follows:

financial year ending 31 December

2008 2009 2010
RMB RMB RMB
Annual cap 237,377,000 298,812,000 373,337,000

The purchase price of D(-) parahydroxy phenylgicine dane salt has increased significantly in recent
months. The current market price of the salt is approximately 10% higher than the price as at the
beginning of this year. In light of the current trend, it is anticipated that the purchase price for the
salt will further increase. The bases of the Cap amounts are determined by reference to the current
market prices of the chemical products (allowing for 15% increase in the market prices for each of
2008, 2009 and 2010) and the expected output of the products of the Group and the new purchase of
D(-) phenylglycine dane salt from Hong Yuan by the Group. The output of the products of the Group is
expected to increase for the three years ending 31 December 2010 as a result of a higher utilization rate
of the production capacity.

REASONS FOR THE TRANSACTIONS

The principal activity of the Company is investment holding. The principal activities of the subsidiaries
of the Company arc manufacture and sales of pharmaceutical products.




Hong Yuan is principally engaged in manutacturc and sales of chemical products.

By entering into the Continuing Connected Transactions, the Group will be benefited from having a
reliable source of supply of raw materials from Hong Yuan. The Directors (excluding the independent
non-executive Directors who will be appointed as members of the Independent Board Committee to
advise the Independent Shareholders in respect of the Continuing Connected Transactions and will
provide their views after considering the opinion of the independent financial adviser) consider that the
terms of the Continuing Connected Transactions have been negotiated on an arm’s length basis and on
normal commercial terms and the terms thereof and the Caps are fair and reasonable and are in the best
interests of the Group and the Shareholders as a whole.

LISTING RULES REQUIREMENTS

As the Continuing Connected Transactions constitute non-exempt continuing connected transactions of
the Company under Rule 14A.35 of the Listing Rules, they will be subject to the reporting requirements
under Rules 14A.45 and 14A.47 of the Listing Rules, the annual review requirement under Rules
14A.37 to 14A .41 of the Listing Rules and are subject to independent shareholders’ approval at general
meeting by way of poll under Rule 14A.35(4) of the Listing Rules. The Company will seek approval
from the Independent Shareholders of the Continuing Connected Transactions and the Caps on the
condition that for each of the three financial years ending 31 December 2010, the annual aggregate
value of the Continuing Connected Transactions will not exceed RMB237,377,000 (equivalent to
approximately HK$244,498,000), RMB298,812.000 (equivalent to approximately HK$307.776,000) and
RMB373,337,000 (equivalent to approximately HK$384,537,000) respectively.

To the best knowledge of the Directors, the Company has not entered into any other prior transactions
with Hong Yuan and SPG and their ultimate beneficial owners which require aggregation under Rule
14A.25 of the Listing Rules

GENERAL

As SPG and its associates (as defined in the Listing Rules) beneficially own an aggregate of
approximately 50.93% of the issued share capital of the Company, the Continuing Connected
Transactions constitute connected transactions of the Company under the Listing Rules and are subject
to approval from the Independent Shareholders.

In view of the interests of the SPG Group in the Continuing Connected Transactions, the SPG Group and
its associates will abstain from voting in relation to the resolution approving the Continuing Connected
Transactions and the Caps at the EGM. An independent board committee of the Company will be
formed to advise the Independent Shareholders on whether or not the terms of the Continuing Connected
Transactions including the Caps are in the interests of the Company and are fair and reasonable so far
as the Independent Shareholders are concerned. An independent financial adviser will be appointed to
advise the Independent Board Committee regarding the terms of the Continuing Connected Transactions
and the Caps.




A circular containing particulars of the Lontinuing Lonnected Iransaclions, ICticr rom he hndepehidolit
Board Committee, an opinion of the independent financial adviser together with a notice to convene
the EGM to approve the Continuing Connected Transactions and the Caps will be despaiched to the
Shareholders as soon as practicable.

DEFINITION

In this announcement, the following expressions have the meanings set out below unless the context

requires otherwise:
“associate(s)”
“Board”

-Scaps?.'

“Continuing Connected
Transactions™

“Company”

“Director(s)”

i EGM?!

“Group”

“Hebei Zhongrun”

“Hong Yuan”

“Independent Board
Committee”

has the meaning ascribed to it under the Listing Rules
the board of Directors

the annual caps of the Continuing Connected Transactions

the continuing connected transactions between the Group and Hong
Yuan in respect of the purchase of chemical products as contemplated
under the New Zhonghe Agreement and the New Zhongrun Agreement

China Pharmaceutical Group Limited, a company incorporated in Hong
Kong with limited liability, the shares of which are listed on the Main
Board of the Stock Exchange

director(s) of the Company

an extraordinary gencral meeting of the Company to be held to approve
the Continuing Connected Transactions and the Caps

the Company together with its subsidiaries

AEEERTL P PMNERR/NET (Shijiazhuang Pharma Group Hebei
Zhongrun Pharmaceutical Co. Limited), a Sino-foreign equity joint
venture company established in the PRC and 99.21% of the equity
interest of which is owned by the Company and the remaining 0.79% is
owned by SPG

TGP TATPRZS T (Hebei Hong Yuan Chemical Co. Limited), a
company established in the PRC and 100% of the equity interest of
which is indirectly owned by SPG

an independent committee of the Board comprising all the independent
non-executive Directors




“Independent Sharcholders™

“Independent Third Party”

“Listing Rules”

“New Zhonghe Agreement”

“New Zhongrun Agreement”

CCPRCS‘.
“Shareholder(s)”

‘;SPG”

“SPG Group”
“Stock Exchange”

“Zhonghe Agreement”

“Zhonghe Pharmaceutical”

*Zhongrun Agreement”

sharcholders other than the >FG uroup and 1t§ associates

persons who, to the best of the Directors’ knowledge, are not connected
persons of the Company (as defined in the Listing Rules) and are third
parties independent of the Company and its connected persons

The Rules Governing the Listing of Securities on the Stock Exchange

the product sales and purchase agreement dated 29 November 2007
entered into between Hong Yuan and Zhonghe Pharmaceutical in
relation to the sale and purchase of chemical products for the period
from 1 January 2008 to 31 December 2010

the product sales and purchase agreement dated 29 November 2007
entered into between Heng Yuan and Hebei Zhongrun in relation to the

sale and purchase of chemical products for the period from 1 January
2008 to 31 December 2010

the People’s Republic of China
the holder(s) of the shares of the Company

AEEE A R/AF (Shijiazhuang Pharmaceutical Group Company
Limited), a limited liability company established in the PRC and the
controlling Shareholder and beneficially owned by Legend Holdings
Limited

SPG together with its subsidiary cxciuding the Group
The Stock Exchange of Hong Kong Limited

the product sales and purchase agreement dated 31 December 2004
entered into between Hong Yuan and Zhonghe Pharmaceutical in
relation to the sale and purchase of chemical products for the period
from 1 January 2005 to 31 December 2007

FEEE I RMNE (A5 H) BIR/ATF (Shijiazhuang Pharma Group
Zhonghe Pharmaceutical (Inner Mongolia) Co. Limited), a foreign
investinent company established in the PRC and a wholly-owned
subsidiary of the Company

the product sales and purchase agreement dated 31 December 2004
entered into between Hong Yuan and Hebei Zhongrun in relation to the
sale and purchase of chemical products for the period from 1 January
2005 to 31 December 2007




THRYY riong Kong dollars, the€ lawiul currency of riong Kang
“RMB” Renminbi, the lawful currency of the PRC

“%” per cent

By Order of the Board
Cai Dongchen
Chairman

Hong Kong, 29 November 2007

English names of the PRC established companies in this announcement are only translations of their
official Chinese names. In case of inconsistency, the Chinese names prevail.

Unless otherwise specified in this announcement, amounts denominated in RMB have been converfed,
for the purpose of illustration only, into HKS at the rate of RMBI1.00 = HK81.03. No representation is
made that any amounts in HKS or RMB can be or could have been converted al the relevant dates at the
above rate or any other rates af all.

As at the date of this announcement. the Board comprises of eight executive Directors, namely Mr. Cai
Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man, Mr. Pan Weidong, Mr.
Li Zhibiao and Mr. Zhang Zheng; one non-executive Director, namely Mr. Lee Ka Sze, Carmelo; and
four independent non-executive Directors. namely Mr. Huo Zhenxing, Mr. Qi Moujia. Mr. Guo Shichang
and Mr. Chan Siu Keung, Leonard.
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(Stock Code: 1093)

NOTIFICATION OF BOARD MEETING

The board of directors (the “Board”) of China Pharmaceutical Group Limited (the “Company™)
announces that a meeting of the Board will be held at Room 3805, 38th Floor, Central Plaza. 18 Harbour
Road, Hong Kong on Thursday, December 13, 2007 at 12:00 noon to approve, among other matters, the
unaudited results of the Company and its subsidiaries for the nine months ended September 30, 2007.

For and on behalf of
China Pharmaceutical Group Limited
Cai Dongchen
Chairman

Hong Kong, December 3, 2007

As at the date of this notification, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin
Man, Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng; vne non-executive director, namely Mr.
Lee Ka Sze, Carmelo and four independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi

Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.
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NOTICE OF THE EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN that an extraordinary general meeting (the “Meeting™) of the
shareholders of CHINA PHARMACEUTICAL GROUP LIMITED (the **Company’”) will be held
at Room 3805, 38th Floor, Central Plaza, {8 Harbour Road, Wanchai, Hong Kong on Friday, 28
December 2007 at 10:00 a.m. for the purpose of considering and, if thought fit, passing (with or without
modifications) the following resolution as an ordinary resolution of the Company:

ORDINARY RESOLUTION

“THAT:

(a)

the product sales and purchase agreement dated 29 November 2007 entered into between each of
A EESE WA AL i R 85 PR 40 F) (Shijiazhuang Pharma Group Hebei Zhongrun Pharmaceutical Co.
Limited) (“Hebei Zhongrun®), a subsidiary of the Company, with {{dtZE#{t THR 7 (Hebei
Hong Yuan Chemical Co. Limited) (“Hong Yuan™) (a copy of which is produced to the Meeting
marked “A” and signed by the chairman of the Meeting for the purpose of identification, the
“Zhongrun Agreement”), and the product sales and purchase agreement dated 29 November 2007
entered into between A ZEMHPRPLE (N5EH) BHFRAF] (Shijiazhuang Pharma Group Zhonghe
Pharmaceutical (Inner Mongolia} Co. Limited) and Hong Yuan (a copy of which is produced to the
Meeting marked “B” and signed by the chairman of the Meeting for the purpose of identification,
the “Zhonghe Agreement”) in respect of the purchase of certain chemical products (the
“Continuing Connected Transactions™) be and are hereby approved. ratified and confirmed and
the annual limits for the Continuing Connected Transactions for the three financial years ending
31 December 2010 being RMB237,377,000, RMB298.812,000 and RMB373.337.000 respectively
and any transactions which may be entered into pursuant to or in connection with the Continuing
Connected Transactions be and are hereby generally and unconditionally approved; and




o)

the directors ol the Lompany DC and are nDercby authoriZzed 1or and on bendll of inée vompdany Lo
do such further acts and things and execute further documents and take all such steps which in
their opinion may be necessary, desirable or expedient to implement and/or to give effect to the
Continuing Connected Transactions.”

By Order of the Board
CAIl Dongchen
Chairman

Hong Kong, 11 December 2007

Notes:

N

(2)

3)
)

&)

Any member entitled to attend and vote at the meeting is entitled to appoint more than one proxy to attend
and, on a poll, to vote instead of him. A proxy need not be a member of the Company.

Where there are joint registered holders of any share, any one of such persons may vote at the meeting,
either personally or by proxy, in respect of such share as if he were solely entitled thereto, but if more than
one of such joint holders be present at the meeting personally or by proxy. that one of the said persons so
present whose name stands first on the register in respect of such share, shall alone be entitled to vote in
respect thereof.

A form of proxy for use at the meeting is enclosed.

To be valid, the form of proxy, together with the power of attorney or other authority, if any, under which
it is signed or a certified copy of such power or authority, must be deposited at the registered office of the
Company at Room 3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong not less than
48 hours before the time appointed for holding the meeting or adjourned meeting. Completion and return of
the form of proxy will not preclude members from attending and voting in person at the meeting.

The Ordinary Resolution as set out above will be determined by way of a poll.

As at the date of this announcement, the Board of Directors of the Company comprises eight execulive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin
Man, Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng; one non-executive director, namely Mr.
Lee Ka Sze. Carmelo and four independent non-executive directors. namely Mr. Huo Zhenxing, Mr. Qi
Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.




THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action to be taken,
you should consult your licensed securities dealer, bank manager, solicitor, professional

accountant or other professional adviser.

If you have sold or transferred all your shares in China Pharmaceutical Group Limited,
you should at once hand this circular to the purchaser or the transferee or to the bank,
licensed securities dealer or other agent through whom the sale or transfer was effected for

transmission to the purchaser or transferee.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this
circular, makes no representation as to its accuracy or completeness and expressly disclaims
any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or

any part of the contents of this circular.

L PERESEEFRE LT
China Pharmaceutical
Group Limited

{Incorporated in Hong Kong under the Companies Ordinance)

(Stock Code: 1093) N
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CONTINUING CONNECTED TRANSACTIONS

Independent financial adviser to the Independent Board Committee
and Independent Shareholders

B CIMB

CIMB-GK Securities {(HK) Limited

A notice convening the Extraordinary General Meeting of China Pharmaceutical Group
Limited to be held at Room 3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai,
Hong Kong on Friday, 28 December 2007 at 10:00 a.m. is set out on pages 22 to 23 of this
circular. Whether or not you propose to attend the Meeting, you are requested to complete
the accompanying proxy form in accordance with the instructions printed thereor and return
the same to the registered office of the Company at Room 3805, 38th Floor, Central Plaza,
18 Harbour Road, Wanchai, Hong Kong as soon as possible and in any event not less than 48
hours before the time appointed for the holding of the meeting or any adjournment thereof.

Hong Kong, 11 December 2007
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DEFINITIONS

fn this circular, the following expressions have the following meanings, unless the context

otherwise requires:

“Announcement”

“associate(s)”

“Board”

“Business Day”

“Caps”

“CIMB-GK”

“Companies Ordinance”

“Company”

“Continuing Connected
Transactions”

“Director(s)”

“EGM™

“EGM Notice”

the announcement of the Company dated 29 November 2007
relating to the Continuing Connected Transactions

has the meaning ascribed to it under the Listing Rules

the board of Directors

a day (other than a Saturday or a Sunday} on which licensed
banks are generally open for business in Hong Kong and the
Stock Exchange is open for business of dealing in securities

the annual caps of the Continuing Connected Transactions

CIMB-GK Securities (HK) Limited, a licensed corporation
to carry out type | (dealing in securities), type 4 (advising
on securities) and type 6 (advising on corporate finance)
regulated activities under the SFO, being the independent
financial adviser to the Independent Board Committee in
respect of the Continuing Connected Transactions and the
Caps

Companies Ordinance, Chapter 32 of the Laws of Hong Kong

China Pharmaceutical Group Limited, a company incorporated
in Hong Kong with limited lLiability, the shares of which are
listed on the Main Board of Stock Exchange

the continuing connected transactions between the Group and
Hong Yuan in respect of the purchase of chemical products as
contemplated under the New Zhonghe Agreement and the New

Zhongrun Agreement

the director(s) of the Company

an cxtraordinary general meeting of the Company to be
held to consider and, if thought fit, approve the Continuing

Connected Transactions and the Caps

the notice convening the EGM as set on pages 22 to 23 of this

circular




DEFINITIONS

“G roUp”

“Hebei Zhongrun”

“Hong Kong”

“Hong Yuan”

“Independent Board
Committee”

)

“Independent Shareholders’

“Independent Third Party”

“Latest Practicable Date”

“Listing Rules™

“New Zhonghe Agreement”

the Company together with its subsidiaries

AELEEMIEP YR ESR R AT (Shijiazhuang Pharma
Group Hebei Zhongrun Pharmaceutical Co. Limited), a Sino-
foreign equity joint venture company established in the PRC
and 99.21% of the equity interest of which is owned by the
Company and the remaining 0.79% is owned by SPG

the Hong Kong Special Administrative Region of the People’s
Republic of China

b 2 Bk TATFR /ATl (Hebei Hong Yuan Chemical Co.
Limited), a company established in the PRC and 100% of the
equity interest of which is indirectly owned by SPG

an independent committee of the Board comprising the
independent non-executive Directors, namely, Mr. Huo
Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr. Chan
Siu Keung, Leonard

Shareholders other than the SPG Group and its associates

persons who, to the best of the Directors’ knowledge, are not
connected persons of the Company (as defined in the Listing
Rules) and are third parties independent of the Company and
its connected persons

6 December 2007, being the latest practicable date prior to the
printing of this circular for ascertaining certain information

contained herein

The Rules Governing the Listing of Securities on the Stock
Exchange

the product sales and purchase agreement dated 29 November
2007 entered into between Hong Yuan and Zhonghe
Pharmaceutical in relation to the sale and purchase of
chemical products for the period from 1 January 2008 to 31
December 2010




DEFINITIONS

“New Zhongrun Agreement”

upRcae

“SFO”

“Shareholder(s)”

“Shares™

“SPG Group”

“SPG”

“Stock Exchange”

“subsidiary”

“substantial shareholder”

“Zhonghe Agreement”

“Zhonghe Pharmaceutical”

“Zhongrun Agreement”

the product sales and purchase agreement dated 29 November
2007 entered into between Hong Yuan and Hebei Zhongrun in
relation to the sale and purchase of chemical products for the
period from 1 January 2008 to 31 December 2010

the People’s Republic of China

Securities and Futures Ordinance, Chapter 571 of the Laws of
Hong Kong

holder(s) of the Share(s)
shares of HK3$0.10 each of the Company
SPG together with its subsidiaries excluding the Group

fHEEHAFRAT (Shijiazhuang Pharmaceutical Group
Company Limited), a hmited hability company established
in the PRC and the controlling Shareholder and beneficially
owned by Legend Hoidings Limited

The Stock Exchange of Hong Kong Limited

shall have the meaning ascribed to it under the Companies

Ordinance
shall have the meaning ascribed to it under the Listing Rules

the product sales and purchase agreement dated 31 December
2004 entered into between Hong Yuan and Zhonghe
Pharmaceutical in relation to the sale and purchase of
chemical products for the period from 1 January 2005 wo 31
December 2007

MR ARREE (W) AMRAR! (Shijiazhuang Pharma
Group Zhonghe Pharmaceutical (Inner Mongolia) Co.
Limited), a foreign investment company established in the
PRC and a wholly-owned subsidiary of the Company

the product sales and purchase agreement dated 31 December
2004 entered into between Hong Yuan and Hebei Zhongrun in
relation to the sale and purchase of chemical products for the
period from 1 January 2005 to 31 December 2007




DEFINITIONS

“HKS$” Hong Kong dollars, the lawful currency of Hong Kong
“RMB” Renminbi, the lawful currency of the PRC
“0” per cent

Unless otherwise specified in this circular, amounts denominated in RMB have been
converted, for the purpose of illustration only, into HKS at the rate of RMBI1.00=HKS$].03.
No representation is made that any amounts in HKS or RMB can be or could have been

converted at the relevant dates at the above rate or any other rates at all.

English names of the PRC established companies in this circular are only translations of
their official Chinese names. In case of inconsistency, the Chinese names prevail.




LETTER FROM THE BOARD

L hEREEEER AT
China Pharmaceutical
Group Limited

(Incorporated in Hong Kong under the Companies Ordinunce)

(Stock Code: 1093)

Fxecutive Directors. Registered Office:
CAI Dongchen Room 3803

YUE lJin 38th Floor

FENG Zhenying Central Plaza

JI Jianming 18 Harbour Road
CHAK Kin Man Warnchai

PAN Weidong Hong Kong

LI Zhibiao

ZHANG Zheng

Non-executive Director:
LEE Ka Sze, Carmelo

Independent Non-executive Directors:
HUO Zhenxing

Q1 Moujia

GUO Shichang

CHAN Siu Keung, Leonard

11 December 2007
To the Shareholders
Dear Sir or Madam,
CONTINUING CONNECTED TRANSACTIONS
I. INTRODUCTION
The Board refers to the announcement of the Company dated 31 December 2004 and
the circular of the Company dated 24 January 2005 which set out, inter alia, particulars
of the continuing connected transactions in relation to the purchase of chemical
products by each of Hebei Zhongrun and Zhonghe Pharmaceutical from Hong Yuan

for a period of three years commencing from | January 2005 under the Zhonghe
Agreement and the Zhongrun Agreement. The Zhonghe Agreement and the Zhongrun
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Agreement were approved by the Shareholders at the extraordinary general meeting of
the Company held on 21 February 2005. The Zhonghe Agreement and the Zhongrun
Agreement will terminate on 31 December 2007.

On 29 November 2007, Hebei Zhongrun and Hong Yuan entered into the New
Zhongrun Agreement and Zhonghe Pharmaceutical and Hong Yuan entered into the
New Zhonghe Agreement in relation to purchase of chemical products.

The purposes of this circular are: (i) to provide you with further informatton regarding
the Continuing Connected Transactions; (ii} to set out the letter of advice from
CIMB-GK to the Independent Board Commitice and the Independent Shareholders in
relation to the terms of the Continuing Connected Transactions and the Caps; (iii) to
set oul the recommendation and opinion of the Independent Board Committee after
taking into consideration of the advice of CIMB-GK in relation to the terms of the
Continuing Connected Transactions and the Caps; and (iv) to give you notice of the
EGM to consider and if thought fit, to approve the resolution relating to the Continuing
Connected Transactions and the Caps at the EGM.

CONTINUING CONNECTED TRANSACTIONS
{i) Purchase of chemical products by Hebei Zhongrun
Parties: (1) Hebei Zhongrun; and
(2) Hong Yuan.

For the period from 1 January 2005 to the Latest Practicable Date, Hebei
Zhongrun purchased chemical products from Hong Yuan under the Zhongrun
Agreement. The amount of purchases of chemical products by Heibei Zhongrun
from Hong Yuan for the two financial years ended 31 December 2006 and
the nine months ended 30 September 2007 amounted to approximately
RMB56,294,000 (equivalent to approximately HK$57,983,000), RMB68,098,000
(equivalent to approximately HK$70,141,000) and RMB47,564,000 (equivalent to
approximately HK$48,991,000) respectively.
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(ii)

Purchase of chemical products by Zhonghe Pharmaceutical
Parties: (1) Zhonghe Pharmaceutical; and
(2) Hong Yuan

For the period from | January 2005 to the Latest Practicable Date, Zhonghe
Pharmaceutical purchased chemical products from Hong Yuan under the
Zhonghe Agreement, The amount of purchases of chemical products by Zhonghe
Pharmaceutical from Hong Yuan for the two financial years ended 31 December
2006 and the nine months ended 30 September 2007 amounted to approximately
RMB22,739,000 (equivalent to approximately HK$23,421,000), RMB49,463,000
(equivalent to approximately HK$50,947,000) and RMB47,807,000 {(equivalent to
approximately HK$49,241,000) respectively.

The amount of purchases of chemical products by the Group from the SPG Group
for the two financial years ended 31 December 2006 and the nine months ended
30 September 2007 amounted to approximately RMB79,033,000 (equivalent to
approximately HK$81,404,000), RMBI117,561,000 (equivalent to approximately
HK$121,088,000) and RMB95,371,000 (equivalent to approximately
HK$98,232,000) respectively. The annual caps under the Zhonghe Agreement
and Zhongrun Agreement for the three financial years ended 31 December 2007
are HK$147,840,000, HK$206,080,000 and HK$236,992,000 respectively.

Conditional upon the requisite resolution being passed by the Independent
Shareholders at the EGM approving the Continuing Connected Transactions and
the Caps, each of Hebei Zhongrun and Zhonghe Pharmaceutical will purchase
from Hong Yuan chemical products including but not limited to D(-) parahydroxy
phenylglycine dane salt and D(-) phenylglycine dane salt as raw materials for the
production of antibiotics including but not limited to amoxicillin, ampicillin and
ampicillin sodium. The purchase prices of such products to be paid by the Group
to Hong Yuan will be reached after arm’s length negotiation between the Group
and Hong Yuan by reference to market price either on normal commercial terms
or, if there is no available comparison, on terms no less favourable than those
which may be obtained by the Group from Independent Third Parties. The term
of each of the New Zhonghe Agreement and the New Zhongrun Agreement is
three years from 1 January 2008 to 31 December 2010.
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PROPOSED ANNUAL CAPS

For each of the three financial years ending 31 December 2010, the proposed maximum
aggrepate value for the Continuing Connected Transactions are as follows:

Financial year ending 31 December

2008 2009 2010
RMB RMB RMB
Annual cap 237,377,000 298,812,000  373.337.000

The purchase price of D(-) parahydroxy phenylglcine dane salt has mncreased
significantly in recent months. The current market price of the salt is approximately
10% higher than the price as at the beginning of this year. In light of the current trend,
it is anticipated that the purchase price for the salt will further increase. The bases
of the Caps are determined by reference to the current market prices of the chemical
products (allowing for 15% increase in the market prices for each of 2008, 2009 and
2010) and the expected output of the products of the Group and the new purchase of
D(-) phenylglycine dane salt from Hong Yuan by the Group. The output of the products
of the Group is expected to increase for the three years ending 31 December 2010 as a
result of a higher utilization rate of the production capacity.

REASONS FOR THE TRANSACTIONS

By entering into the Continuing Connected Transactions, the Group will be benefited
from having a reliable source of supply of raw materials from Hong Yuan. The
Directors (including the independent non-executive Directors) consider that the terms
of the Continuing Connected Transactions have been negotiated on an arm’s length
basis and on normal commercial terms and the terms thereof and the Caps are fair and
reasonable and are in the best interests of the Group and the Shareholders as a whole.

LISTING RULES REQUIREMENTS

As the Continuing Connected Transactions constitute non-exempt continuing
connected transactions of the Company under Rule 14A.35 of the Listing Rules, they
will be subject to the reporting requirements under Rules 14A.45 and 14A.46 of the
Listing Rules, the annual review requirement under Rules 14A.37 to 14A.4] of the
Listing Rules and are subject to independent sharcholders’ approval at general meeting
by way of poll under Rule 14A.35(4) of the Listing Rules. The Company will seek
approval from the Independent Shareholders of the Continuing Connected Transactions
and the Caps on the condition that for each of the three financial years ending 31
December 2010, the annual aggregate value of the Continuing Connected Transactions
will not exceed RMB237,377,000 (equivalent to approximately HK$244,498,000),
RMB298,812,000 (equivalent to approximately HK$307,776,000) and RMB373,337,000
(equivalent to approximately HK$384,537,000) respectively.
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INFORMATION ON THE COUNTERPARTIES

The principle activity of the Company is investment holding. The principle activities of
the subsidiaries of the Company are manufacture and sales of pharmaceutical products.

Hong Yuan is principally engaged in manufacture and sales of chemical products and
100% of the equity interest of which is indirectly owned by SPG.

SPG is an centerprise established in the PRC and is an investment holding company.
SPG and its subsidiaries are primarily engaged in the manufacturing and trading of
pharmaceutical and chemical products.

PROCEDURES FOR DEMANDING A POLL

Pursuant to Article 73 of the articles of association of the Company, at any general
meeting resolutions put to the vote of the meeting shall be decided on a show of
hands unless a poll is (before or on the declaration of the results of the show of hands)
demanded:

{a) by the chairman of the meeting; or

{b) by at least three members present in person or by proxy for the time being
entitled to vote at the meeting; or

{c} by any mcmber or members present in person or by proxy and representing not
less than one-tenth of the total voting rights of all the members having the right
lo vote al the meeting; or

(d) by any member or members present in person or by proxy and holding Share
conferring a right to vote at the meeting being Shares on which an aggregate sum
has been paid up equal to not less than one-tenth of the total sum paid up on all
the shares conferring that right.

EXTRAORDINARY GENERAL MEETING

Sct out on pages 22 to 23 of this circular is the notice convening the EGM at which
ordinary resotution will be proposed to approve the Continuing Connected Transactions

and the Caps.

SPG. being the controlling Shareholder, beneficially owning approximately 50.926% of
the share capital of the Company at the Latest Practicable Date. and its associates will
abstain from voting on the resolution approving the Continuing Connected Transactions
and the Caps to be proposed at the EGM.
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10.

The votes to be taken at the EGM will be taken by poll, an announcement of the results
of which will be published on the Business Day following the EGM.

ACTION TO BE TAKEN

A proxy form for use at the EGM is enclosed herein. Whether or not vou intend to
attend the EGM, you are requested to complete the proxy from and return it to the
registered office of the Company at Room 3805, 38th Floor, Central Plaza, 18 Harbour
Road, Wanchai, Hong Kong in accordance with the instructions printed thereon not
less than 48 hours before the time appointed for holding the EGM. Delivery of a proxy
form will not preclude Shareholders from attending and voting in person at the EGM if
they so wish.

RECOMMENDATION

Your attention is drawn to the letter from the Independent Board Committee set out on
pages |1 to 12 of this circular which contains its reccommendation to the Independent
Shareholders. The Independent Board Committee, having taken into account the advice
of CIMB-GK, considers that the terms of the Continuing Connected Transactions
are on normal commercial terms in the ordinary and usual course of business of the
Group and the terms thereof and the Caps are in the interest of the Company and
the Sharcholders as a whole and are fair and reasonable so far as the Independent
Shareholders are concerned. Accordingly, the Board and the Independent Board
Committee recommend that the Independent Sharcholders should vote in favour of the

resolution as set out in the EGM Notice.

Your attention is also drawn to the additional information set out in the appendix to
this circular.

By Order of the Board
CAI Dongchen

Chairman
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The following is the text of a letter of recommendation from the Independent Board

Committee which has been prepared for the purpose of inclusion in this circular.

&' PRAEEESEFE LD
China Pharmaceutical
Group Limited

(Incorporated in Hong Kong under the Companies Ordinance)

(Stock Code: 1093)
11 December 2007
To the Independent Shareholders

Dear Sir or Madam,
CONTINUING CONNECTED TRANSACTIONS

We refer to the circular of the Company dated 11 December 2007 (the **Circular™) to the
Shareholders. of which this letter forms part. Terms defined in the Circular have the same
meanings in this letter unless the context requires otherwise.

We have been appointed by the Board as the Independent Board Committee to advise you as
to whether, in our opinion, the terms of the Continuing Connected Transactions are fair and

reasonable so far as the Independent Shareholders are concerned.

CIMB-GK has been appointed by the Company as the independent financial adviser to
advisc the Independent Board Committee and the Independent Sharcholders in respect of the
Continuing Connected Transactions. Details of its advice, together with the principal factors
taken into consideration in arriving at such, are set out in its letter on pages 13 to 17 of the
Circular,

Your attention is drawn to the letter from the Board set out on pages 5 to 10 of the Circular
and the general information set out in the appendix,

Having taken inte account the terms of the Continuing Connected Transactions, and the
advice given by CIMB-GK, we consider that the terms of the Continuing Connected
Transactions are on normal commercial terms in the ordinary and usual course of business
of the Group and the terms thereot and the Caps are in the interests of the Company and the
Shareholders as a whole and are fair and reasonable so far as the Independent Shareholders
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are concerned. Accordingly, we recommend the Independent Shareholders to vote in favour of
the resofution approving the Continuing Connected Transactions and the Caps to be proposed
at the EGM.

Yours faithfully,
HUO Zhenxing
QI Moujia
GUO Shichang
CHAN Siu Keung, Leonard
Independent Board Committee
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The following is the text of a letter of udvice to the Independent Board Conmmitice and the
Independent Shareholders from CIMB-GK preparved for the purpose of incorporation in this

circular:

b CIMB

CIMB-GK SECURITIES (HK) LIMITED
25/F Central Tower
28 Queen’s Road Central
Hong Kong

11 December 2007

To the Independent Board Committee and the Independent Shareholders

of China Pharmaceutical Group Limited

Dear Sirs,
CONTINUING CONNECTED TRANSACTIONS
INTRODUCTION

We refer to our engagement as the independent financial adviser to the Independent Board
Committee and the Independent Sharchoelders in respect of the Continuing Connected
Transactions and the Caps contemplated under the New Zhonghe Agreement and the New
Zhongrun Agreement. Details of the terms of the Continuing Connected Transactions are set
out in the letter from the Board contained in the circular of the Company dated 11 December
2007 (the “Circular™). of which this letter forms part. Capitalised terms used in this letter
shall have the same mcanings as those defined in the Circular unless the context otherwise

requires.

In formulating our recommendation, we have relied on the information and facts contained
or referred to in the Circular as well as the representations made or provided by the Directors
and senjor management ol the Company. The Directors have declared in a responsibility
statement set out in the Appendix to the Circular that they jointly and severally accept full
responsibility for the accuracy of the information contained and representations made in
the Circutar. We have also assumed that the information and the Directors’ representations
contained or referred to in the Circular were truc and accurate at the time they were made
and continue to be so at the date of the despatch of the Circular. We have no reason to doubt
the truth. accuracy and completeness of the information and representations provided to us by
the Company. We have also been advised by the Directors and believe that no material facts

have been omitted from the Circular.
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We consider that we have reviewed sufficient information to reach an informed view,
to justify reliance on the accuracy of the information contained and the Directors’
representations made in the Circular and to provide a reasonable basis for our
recommendation. We have not, however, conducted an independent verification of the
information nor have we conducted any form of in-depth investigation into the businesses and
affairs or the prospects of the Company, SPG or any of its subsidiaries or associates.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinion for the Continuing Connected Transactions (including the Caps)
contemplated under the New Zhonghe Agreement and the New Zhongrun Agreement, we
have considered the following principal factors and reasons:

Background and rationale

The Group is principally engaged in the manufacture and sale of pharmaceutical products
while Hong Yuan is principally engaged in the manufacture and sale of chemical products.

Each of Hebei Zhongrun and Zhonghe Pharmaceutical has been engaged in similar
transactions with Hong Yuan since 2005 pursuant to the Zhonghe Agreement and the
Zhongrun Agreement, respectively, which will expire on 31 December 2007. On 29 November
2007, Heibei Zhongrun and Zhonghe Pharmaceutical entered into the New Zhongrun
Agreement and the New Zhonghe Agreement with Hong Yuan, respectively, in relation to
purchase of chemical products, including but not limited to D (-) parahydroxy phenylglycine
dane salt and D (-) phenylglycine dane salt as raw materials for the production of antibiotics
including but not limited to amoxiciliin, ampicillin and ampicillin sodium.

The Directors consider that by entering into the Continuing Connected Transactions, the
Group will have a reliable source of supply of the quality raw materials from Hong Yuan.

Given the above and the fact that i) the nature of the Continuing Connected Transactions
relates to the Group’s principal business and operations; and ii) the Continuing Connected
Transactions contemplated under the New Zhonghe Agreement and the New Zhongrun
Agreement will be based on normal commercial terms on an arm’s length basis as elaborated
below, we consider that the Continuing Connected Transactions are in the interest of the
Company and the Shareholders as a whole.

— 14—
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Basis of determination
The New Zhonghe Agreement and the New Zhongrun Agreement

Pursuant to the New Zhonghe Agreement and the New Zhongrun Agreement, the purchase
prices of chemical products to be paid by the Group to Hong Yuan will be reached after arm’s
length negotiation between the Group and Hong Yuan by reference to market price either on
normal commercial terms or. if there is no available comparison, on terms no less favourable
than thosc which may be obtained by the Group from the Independent Third Party. Based
on information provided by the Company, we note that the unit purchase prices of chemical
products charged by Hong Yuan to the Group were not less favorable than those charged by
Independent Third Party to the Group.

Views

Having considered the above, we consider that the terms of the New Zhonghe Agreement
and the New Zhongrun Agreement are fair and reasonable so far as the Company and the
Independent Shareholders are concerned.

Caps

For the years ended 31 Pecember 2005, 2006 and the nine months ended 30 September 2007,
the annual aggregate value of the chemical products purchased by the Group contemplated
under the Zhonghe Agreement and the Zhongrun Agreement amounted to approximately
RMB79.033.000 (equivalent to approximately HK$81.404.000), RMBI117,561,000 (equivalent
to approximately HK3$121,088,000) and RMB95,371,000 (equivalent to approximately
HK$98,232,000) respectively. The annual caps under the Zhonghe Agreement and Zhongrun
Agreement for the three financial years ended 31 December 2007 are HK3$147,840,000,
HK$206.080,000 and HK$236.992 000 respectively.

The following table sets out the respective proposed Caps for the New Zhonghe Agreement
and the New Zhongrun Agreement for the three years ending 31 December 2010.

Caps for the year ending 31 December

2008 2009 2010
RME RMB RMB
237,377.000 298,812,000 373,337,000
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The proposed Caps have been principally determined by the Directors with reference to the
following factors:

. the current market prices of the chemical products (allowing for 15% increase in the
market prices for each of 2008, 2009 and 2010);

2. the expected production output of amoxicillin, ampicillin and ampicillin sodium of the
Group; and

3. the new purchase of D(-) phenylglycine dane salt from Hong Yuan by the Group for the
production of ampicillin and ampicillin sodium.

As advised by the Directors, the purchase price of D(-) parahydroxy phenylglcine dane salt
has increased in recent months. Based on information provided by the Company, we noted
such recent increase in price of D(-) parahydroxy phenylglycine dane salt. The Directors also
advised that due to the projected growth in market demand for amoxicillin and the available
unutilized production capacity of the Group, the Company expects to increase its output of

amoxicillin.
Views

Given the above, we are of the view that the Caps are fair and reasonable so far as the
Company and the Independent Shareholders are concerned. However, as the Caps relate to
future events and are based on assumptions which may or may not remain valid for the entire
period up to 31 December 2010, consequently, we express no opinion as to how closely the
actual amount to be incurred under the Continuing Connected Transactions contemplated
under the New Zhonghe Agreement and the New Zhongrun Agreement will correspond with
the Caps.
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RECOMMENDATION

Having considered the principal factors and reasons referred to above, we consider that
the New Zhonghe Agreement and the New Zhongrun Agreement are in the interests of the
Company and the Sharcholders as a whole, and the terms thereof including the Caps are
fair and reasonable so far as the Company and the Independent Shareholders are concerned.
Accordingly, we advise the Independent Shareholders and the Independent Board Committee
to recommend the Independent Shareholders to vote in favor of the resolution to be proposed
at the EGM to approve the New Zhonghe Agreement and the New Zhongrun Agreement as
well as the adoption of the Caps.

Yours faithfully,
For and on behalf of

CIMB-GK Securities (HK) LIMITED
Alex Lau Flavia Hung
Executive Vice President Senior Vice President
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1. RESPONSIBILITY STATEMENT

This circular includes particulars given in compliance with the Listing Rules for the
purpose of giving information with regard to the Group. The Directors collectively and
individually accept full responsibility for the accuracy of the information contained in
this circular and confirm, having made all reasonable enquiries, that to the best of their
knowledge and belief, there are no other facts not contained herein the omission of
which would make any statement contained in this circular misleading.

2. DISCLOSURE OF DIRECTORS’ INTEREST

As at the Latest Practicable Date, the interests and short positions of the Dircctors and
the chief executive of the Company in the Shares and debentures of the Company or
the shares and debentures of any associated corporation of the Company (within the
meaning of Part XV of the SFO) which were required pursuant to: (a) Divisions 7 and
8 of Part XV of the SFQ, to be notified to the Company and the Stock Exchange; or (b)
section 352 of Part XV of the SFQ, to be entered in the register referred to therein; or
(¢) the Model Code for Securities Transactions by Directors of Listed Companies, to be
notified to the Company and the Stock Exchange, were as follows:

Interests and short positions in Shares, underlying shares and debentures of the

Company
Approximate
Number of percentage of the
Name of Director issued ordinary  Long/short issued share capital
Capacity Capacity shares held  position of the Company
Chak Kin Man Beneficial Owner 4,000 Long 0.00026%

Save as disclosed above, as at the Latest Practicable Date, there was no outstanding
share options or derivative instruments granted to the Directors and none of the
Directors and the chief executive of the Company had any interest or short positions
in the Shares or underlying Shares or interest in debentures of the Company or its
associated corporations (within the meaning of Part XV of the SFO) which were
required to be notified to the Company and the Stock Exchange pursuant to Divisions
7 and & of Part XV of the SFO (including interests or short positions which they are
taken or deemed to have under such provisions of the SFO) or which were required,
pursuant to section 352 of the SFO, to be entered in the register referred to therein,
or which were required, pursuant to the Mode! Code for Securities Transactions by
Dircctors of Listed Companies, to be notified to the Company and the Stock Exchange.
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Nonc of the Directors or CIMB-GK has any direct or indirect interest in any assets
which have since 31 December 2006 (being the date which the latest published audited
financial statements of the Company were made up) been acquired or disposed of by or
leased to any member of the Group.

None of the Directors is materially interested in any contract or arrangement entered
subsisting at the Latest Practicable Date which is significant in relation to the business
of the Group.

3. SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date the following persons {other than Directors or the
chiet executive of the Company), so far as is known to any Director, were directly or
indirectly interested in 5% or more of the nominal value of any class of share capital
carrying rights to vote in all circumstances at general meetings of the Company:

Approximate
percentage
of the issued
Name of substantial Number of share capital
shareholder Capacity Shares held of the Capital
W A4 A PR 40 7) [nterest of a 783,316,161 50.93%
{Legend Holdings controlled {Noie)
Limited) corporation
i R PR I AT R 2 7] Interest of a 783.316,161 50.93%
B T e S controlled (Note)
(Employees” Sharcholding corporation

Society of Legend
Holdings Ltd)}

SPG Beneficial 783.316.161 50.93%
owner and {Note)
controlled
corporation

Note:  In respect of the 783,316,161 Shares, 773.436.399 Shares are held by SPG and 9.879.762 Shares
are held by China Charmaine Pharmaccutical Company Limited. a wholly-owned subsidiary of
SPG. The entire sharcholding interest of SPG is held by Legend Holdings Limited as at the Latest
Practicable Date.
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Save as disclosed, so far as are known to the Directors, there is no person who had
an interest or short position in the Shares or underlying Shares which would fall to
be disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of
the SFO, or was directly or indirectly interested in 10% or more of the nominal value
of any class of share capital carrying rights to vote in all circumstances at general
meetings of the Company or any of its subsidiaries or held any option in respect of such
capital.

EXPERT AND CONSENT

The following is the qualification of the expert who has given opinion or advice which
1s contained in this circular:

Name Qualification

CIMB-GK a licensed corporation for carrying out type 1 (dealing in
securities), lype 4 (advising on securities) and type 6 (advising
on corporate finance) regulated activities under the SFO

CIMB-GK has given and has not withdrawn its written consent to the issue of this
circular with the inclusion of its letter and references to its name in the form and
context in which they appear.

CIMB-GK is not beneficially interested in the share capital of any member of the
Group nor has any right, whether legally enforceable or not, to subscribe for or to
nominate persons to subscribe for securities in any member of the Group.

MATERIAL ADVERSE CHANGE

As at the Latest Practicable Date, the Directors are not aware of any material adverse
change in the financial or trading position of the Group since 31 December 2006, the
date to which the latest published audited financial statements of the Group were made

up.
SERVICE CONTRACTS
As at the Latest Practicable Date, none of the Directors had entered into a service

contract with any member of the Group which does not expire or is not terminable
within one year without payment of compensation (other than statutory compensation).
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7. COMPETING INTERESTS

As al the Latest Practicable Date, none of the Directors or their associates has any
interest in a business which competes or may compete with the business of the Group.

8. GENERAL

(a)  The share registrar and transfer office of the Company is Tricor Secretaries

Limited, 26th Floor, Tesbury Centre, 28 Queen’s Road East, Hong Kong.

(b)  Mr. Lee Ka Sze, Carmelo, one of the Directors, is a partner of Woo Kwan Lee &
Lo, legal adviser of the Company with respect to Hong Kong law in connection
with the Continuing Connected Transactions, which firm will receive normal
professional fees.

{c)  The English wext of this circular shall prevail over the Chinese text.

9. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents will be available for inspection during normal

business hours at Room 3805, 38th Floor, Central Plaza, 18 Harbour Read, Wanchai,

Hong Kong up to and including the date of the EGM:

(a)  the New Zhonghe Agreement and the New Zhongrun Agreement;

{b) the letter of recommendation from the Independent Board Commitiee, the text of

which is set out on pages 11 to 12 of this circular;

{¢) the letter issucd by CIMB-GK. the text of which is set out on pages 13 to 17 of

this circular: and

(d}  the written consent of CIMB-GK referred to in paragraph 4 in this appendix.



NOTICE OF THE EXTRAORDINARY GENERAL MEETING

k. PERZESXEERLT
China Pharmaceutical
Group Limited

(Incorporated in Hong Kong under the Companies Ordina

(Stock Code: 1093)

NOTICE IS HEREBY GIVEN that an extraordinary general meeting (the “Meeting”) of
the shareholders of CHINA PHARMACEUTICAL GROUP LIMITED (the ““Company’’) will
be held at Room 3805, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong on
Friday, 28 December 2007 at 10:00 a.m. for the purpose of considering and, if thought fit,

passing (with or without modifications) the following resolution as an ordinary resolution of

the Company:

ORDINARY RESOLUTION

“THAT:

(2)

the product sales and purchase agreement dated 29 November 2007 entered into
between each of HEEEEF AL IR 2EA R4 F) (Shijiazhuang Pharma Group Hebel
Zhongrun Pharmaceutical Co. Limited) (“Hebei Zhongrun™), a subsidiary of the
Company, with Jdb 7L THRAF (Hebei Hong Yuan Chemical Co. Limited)
{“Hong Yuan”) (a copy of which is produced to the Meeting marked “A” and signed
by the chairman of the Meeting for the purpose of identification, the “Zhongrun
Agreement”), and the product sales and purchase agreement dated 29 November 2007
entered into between HEEEEHPARWLE (NFELH) AMRAE (Shijiazhuang Pharma
Group Zhonghe Pharmaceutical (Inner Mongolia) Co. Limited) and Hong Yuan (a copy
of which is produced to the Meeting marked “B” and signed by the chairman of the
Meeting for the purpose of identification, the “Zhonghe Agreement”) in respect of the
purchase of certain chemical products (the “Continuing Connected Transactions™)
be and are hereby approved, ratified and confirmed and the annual limits for the
Continuing Connected Transactions for the three financial years ending 31 December
2010 being RMB237,377,000, RMB298,812,000 and RMB373,337,000 respectively
and any transactions which may be entered into pursuant to or in connection with the
Continuing Connected Transactions be and are hereby generally and unconditionally
approved; and
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(b}  the directors of the Company be and are hereby authorized for and on behalf of the
Company to do such further acts and things and execute further documents and take
all such steps which in their opinion may be necessary, desirable or expedient to
implement and/or to give effect to the Continuing Connected Transactions.”

By Order of the Board
CAIl Dongchen

Chairman

Hong Kong, 11 December 2007

Notes:

(N Any member entitled to attend and votc at the meeting is entitled to appoint more than one prexy to attend
and, on a poll, to vote instead of him, A proxy need not be a member of the Company.

(2) Where there are joint registered holders of any share. any one of such persons may vote at the meeting,
either personally aor by proxy. in respect of such share as if he were solely entitled thereto, but if more than
one of such joint holders be present at the mecting personally or by proxy, that ene of the said persons so
prcsent whose name stands {irst on the register in respect of such share, shall alone be entitled to vote in
respect thereof.

(3) A form of proxy for use at the meeting is enclosed.

(4} To be valid, the form of proxy, together with the power of attorney or other authority, if any, under which
it is signed or a certified copy of such power or authority. must be deposited at the registered office of the
Company at Room 3803, 38th Floor, Central Plaza, 18 Harbour Road, Wanchai. Hong Kong not less than
48 hours befere the time appointed for holding the meeting or adjourned meeting, Comptetion and return
of the form of proxy will pot preclude members from attending and voting in person at the meeting,

(3) The Ordinary Resolution as set out above will be determined by way of a poll.
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China Pharmaceutlcal T
Group Limited R |
(Incorporated in Hong Kong under the Companies Ordinance} i . o

(Stock Code; 1093)

UNAUDITED RESULTS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2007

The Board of Directors of China Pharmaceutical Group Limited (the “Company”) announces the unaudited
consolidated results of the Company and its subsidiaries (the “Group”) for the nine months ended
September 30, 2007 in line with its current practice to publish the Group’s quarterly financial results.

CONSOLIDATED INCOME STATEMENT
For the nine months ended

September 30,

2007 2006

HK$'000 HK$ 000

{Unaudited) (Unaudited)

Revenue 3,599,880 2,608,016
Cost of sales {2,489,516) (2,161,879)
Gross profit 1,110,364 446,137
Other income 15,922 26,892
Selling and distribution expenses (279,651) (166,310)
Administrative expenses (352,250) (223,451)
Other expenses (43,033) {5,898)
Operating profit 451,352 77.370
Finance costs {83,122) (71,642)
Share of loss of a jointly controlled entity (5,203) (1,067)
Profit before tax 363,027 4,661
Income tax (34,269) 5,870
Profit for the period 328,758 10,531

Attributable to:

Equity holders of the Company 330,122 10,907
Minority interests (1,364) (376)
328,758 10,531

Dividend — _

Earnings per share — Basic HK21.46 cents HKO0.71 cents




Notes:

1.  The accounting policies used in the preparation of the financial data for the nine months ended
September 30, 2007 are consistent with those followed in the preparation of the annual financial statements
of the Group for the year ended December 31, 2006,

2. The calculation of the basic earnings per share for the nine months ended September 30, 2007 is based on
the unaudited profit attributable to equity holders of the Company of HK$330,122,000 (1.1.2006 to 9.30.2006:
HKX$10,907,000) and the 1,538.124,661 shares (1.1.2006 to 9.30.2006: 1,538,124,661 shares) in issue during
the period.

No diluted earnings per share is presented for the nine months ended September 30, 2007 and 2006 as there
were no potential ordinary shares in issue during both pericds.

3.  The directors resolved not to declare an interim dividend for the nine months ended September 30, 2007
(1.1.2006 10 9.30.2006: Nil).

4.  The financial data for the nine months ended September 30, 2007 is based on the internal records and
management accounts of the Group and has not been reviewed or audited by the external auditors of the
Company.




REVENULL AN BEGMENT INFURNMALTIUIN

The Group reports its primary segment information by products, namely bulk drugs (including penicillin
series, cephalosporin series and vitamin C series), finished drugs and others. Segment information about

these products is presented below:

For the nine months ended September 30, 2007

Bulk Drugs
Penicillin Cephalosporin Vitamin C Finished
series series series Drugs Others  Eliminations Consolidated
HK$°000 HK$000 HK3$'000 HK$'000 HK$000 HK3'000 HK$'000
REVENUE
External sales 1,256,722 543,698 739,766 1,034,904 24,790 - 3,599,880
Inter-segment sales 293,029 29877 623 - 190 323,19 -
TOTAL REVENUE 1,549,751 573,575 740,389 1,034,904 24,980 (323,719) 3,599,880
SEGMENT RESULTS 361,862 30,318 112,089 (17,113 (20,624) 466,502
Unallocated income 9%
Unallocated corporate
expenses (15,244)
Operating profit 451,352
For the nine months ended September 30, 2006
Bulk Drugs
Penicillin Cephalosporin Yitamin C Finished
series series series Drugs Others  Eliminations Consolidated
HK$ 000 HKS000 HK§'000 HK$'00¢ HK$'000 HKS'000 HK§ 000
REVENUE
External sales 737,494 485,356 431,004 941,347 12,815 — 2,608.016
Inter-segment sales 146,639 71,410 319 — — (218.428) —
TOTAL REVENUE 884,133 556.766 431,383 941,347 12815 (218,428) 2,608,016
SEGMENT RESULTS 45972 31,353 (3,101 30,912 (16,161) 88,975
Unaltocated income %09
Unallocated corporate
expenses {(12,514)
Operating Profit 71370

Inter-segment sales are charged at prevailing market rates.

S
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For the first nine months of the year, the average prices of penicillin industrial salt, amoxcillin and
6-APA were US$18.37 per kg (third quarter: US$25.01), US$35.42 per kg (third quarter: US$47.54) and
US$37.57 per kg (third quarter: US$51.51) respectively, while the gross profit margin of the series was
40.1%. The average price of 7-ACA was US$85.40 per kg (third quarter: US$89.37) and the gross profit
margin of the series was 16.4%. The average price of vitamin C was US$4.17 per kg (third quarter:
US$5.54) and the gross profit margin of the series was 33.8%. Revenue of the finished drug division
grew 10% to HK$1,034.9 million, with a gross profit margin of 24.6%.

Prices of the penicillin products have adjusted downwards recently after reaching the record high in the
third quarter, while prices of the cephalosporin products continue to recover gradually. For the vitamin C
products, the prices remain strong. Though market condition of the finished drug division is still tough,
its performance is expected to be able to improve gradually.

By order of the Board
Cai Dongchen
Chairman

Hong Kong, December 13, 2007

As at the date of this announcement, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin
Man, Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng; one non-executive director, namely Mr. Lee
Ka Sze, Carmelo and four independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi Moujia,
Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.
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ANNOUNCEMENT
IN PURSUANCE OF RULE 13.17

In accordance with the requirements under rule 13.17 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited, the Board of Directors of China Pharmaceutical Group
Limited (the “Company™) announces certain details of a pledge agreement entered into between a bank
{the “Bank”) and China Charmaine Pharmaceutical Company Limited (**CCPCL”), the Company’s
immediate holding company and a wholly owned subsidiary of Shijiazhuang Pharmaceutical Group
Company Limited (“SPG”).

Reference is made to the announcement of the Company dated April 25, 2007 relating to a facility
agreement (the “Facility Agreement™) entered into between the Bank and SPG for a facility in the
aggregate amount of RMB510,000,000 made available by the Bank to SPG and certain subsidiaries of
the Company (the “Subsidiaries™). The facility is a general working capital facility for one year from
April 25, 2007. Out of the aggregate facility amount of RMBS510.000,000, RMB360,000.000 is made
available to the Subsidiaries for their general working capital requirements. As a condition under the
Facility Agreement, SPG has pledged 600,589,874 ordinary shares of the Company in favour of the Bank
as security (the “Original Security”)

On December 19, 2007, a pledge agreement was entered into between the Bank and CCPCL whereby
CCPCL has pledged 600,000,000 ordinary shares of the Company (representing approximately 39.01%
of the issued share capital of the Company) in favour of the bank to replace the Original Security as
security for the Facility Agreement.

By Order of the Board
CAl Dongchen
Chairman

Hong Kong, December 21, 2007

As at the date of this announcement, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin
Man, Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng; one non-executive director, namely Mr.
Lee Ka Sze, Carmelo and four independent nonexecutive directors, namely Mr. Huo Zhenxing, Mr. Qi
Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.
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EXTRAORDINARY GENERAL MEETING
HELD ON 28 DECEMBER 2007
POLL RESULTS

At the extraordinary general mceting of the Company held on 28 December 2007, the ordinary
resolution to approve the Continuing Connected Transactions was duly passed by the Independent
Shareholders by way of poll.

Reference is made to the circular of China Pharmaceutical Group Limited dated 11 December 2007 (the
“Circular”) in relation to the Continuing Connected Transactions. Unless otherwise defined, terms used
in this announcement shall have the same meanings as defined in the Circular.

The Board is pleased to announce that at the EGM held on 28 December 2007, the ordinary resolution
proposed to approve the Continuing Connected Transactions (the “Ordinary Resolution™) was duly
passed by the Shareholders other than China Charmaine Pharmaceutical Company Limited (“China ‘
Charmaine™) and its associates (the “Independent Shareholders™) by way of poll. The Company’s share
registrar, Tricor Secretaries Limited, was appointed as scrutineer of the vote-taking at the EGM. !

The poll results in respect of the Ordinary Resolution passed at the EGM were as follows: '

fnie, . fv t 0/
Ordinary Resolution (oie) No. of Votes (%) - ‘i
For Against ‘
To approve the Continuing Connected Transactions and the 195,494 849 0 (0%)
Caps (100%)

Note: The full text of the Ordinary Resolution is set out in the EGM Notice.

SPG disposed of its entire shareholding interest in the Company to China Charmaine, a wholly-owned
subsidiary of SPG. on 7 December 2007. China Charmaine and its associates were required to abstain
from voting on the Ordinary Resolution at the EGM under the Listing Rules.

The resolution was duly passed as an ordinary resolution. '




AS at the date or the Clivl, the otlal number of 155Ucd sharcs Of LhC Lompany was 1,3046,1.25,001
Shares. In view of the interests of China Charmaine in the Continuing Connected Transactions, China
Charmaine and its associates who beneficially own an aggregate of 783,316,161 Shares, representing
approximately 50.93% of the issued share capital of the Company, abstained from voting on the Ordinary
Resolution. The total number of Shares entitling the Independent Shareholders to attend and vote for or
against the Ordinary Resolution at the EGM was 754,808,500 Shares, representing approximately 49.07%
of the Company’s total number of Shares in issue. There was no sharcholder who was entitled to attend
the EGM but was only entitled to vote against the Ordinary Resolution.

By Order of the Board
Cai Dongchen
Chairman

Hong Kong, 28 December 2007

As at the date of this announcement, the board of directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin
Man, Mr. Pan Weidong, Mr. Li Zhibiao, Mr. Zhang Zheng: one non-executive director, namely Mr. Lee
Ka Sze, Carmelo: and four independent non-executive directors. namely Mr. Huo Zhenxing, Mr. Qi
Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.




